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A Banker’s Diary 


‘OR the whole of the past month, the discount market 
has been mainly preoccupied with its preparations fo1 
an unusually stringent year-end. In 1937 

Year-End the market was able not only to avoid 
Money entirely any special borrowing over the 
Troubles year-end, but on the very last day of the 
year actually found the banks ready buyers 

of bills and lenders of money, a position unexampled since 
the War years. By way of contrast, every indication 
suggests that, when the present issue of THE BANKER 
s published, the market will this time be “ in the Bank ”’ 
for a very considerable amount. The central difficulty, 
is Was mentioned here last month, was that December 31 
fell on a Saturday. When the year-end falls on any othe 
day of the week, the market is in a position to apply at 
he preceding tender only for bills dated on the final days 
of the week (which fall in the New Year) and, by accumu- 
ating end-December maturities, to force the Treasury to 
borrow on Ways and Means advances from the Bank and 
so undertake the end-year credit expansion. Together 
with political nervousness and the lack of demand for 
bills on the part of the banks, who as early as the end 
of November withdrew from the market almost entirely, 
the impossibility of this Treasury bill manoeuvre being 
‘epeated in 1938 caused an earlier and more pronounced 
seasonal stringency than has been usual in recent years. 
By the middle of the month, two clearing banks had 











4 
ilready given notice that they might be forced to call 
rather heavily and on Christmas Eve the market went to 
the Bank for nine-day money; while the effect on 
Treasury bill rates is illustrated by the following 


comparative table : 


\verage Treasury Tender rate 

)37 IQ 34 
1 1 Is. 2-16d Dev 2 17s. I11-03d. 
II 15s. 8:gi1d ) Igs. 2:rod 
Is 12s y-17d I> iq Os. 0: 79d. 


Whereas in 1937 the seasonal peak was reached at the 


eginning of December and rates then eased considerably. 
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rates continued to harden throughout last month, rising 
to slightly over I per cent. at the December 16 tender (t the 
first time, except for the crisis period, that the 1 per cent. 
level had been exceeded for two years). It should be 
noted that this increase in rates took place although the 
tender issue of bills steadily contracted, falling below 
£500 millions in the pre-Christmas week. Of that total, 
moreover, the Exchange Account may have held some 
£50 millions acquired against its losses of gold. Although 
early in the month the floating debt rose above 
£1,000 millions for the first time since 1933, that was 
due entirely to an increase in the floating assets of the 
public departments, largely as the counterpart of the 
Exchange Account’s gold losses. 


THE seasonal increase in the fiduciary issue discussed 
here last month was duly carried out, though con- 
siderably later than had been expected. 
Indeed, by December 6, when the raising 
of the fiduciary issue from {£200 millions to 
£230 millions was announced, the market 
had almost come to assume that no such change would 
be made, as it was already evident that the Banking 
Department’s reserve, provided the holiday rise in the 
note circulation did not exceed the previous year’s, 
would not be reduced much below £23 millions. Still 
less was it expected that the fiduciary issue would be 
raised without any provision being made for a transfer of 
gold to the Exchange Account, whose gold holdings were 
believed to have fallen appreciably below £100 millions. 
The announcement regarding the fiduciary issue was, 
however, followed by a somewhat pointed assertion in 
The Times City columns that the question of such 
a transfer need not even be considered. It is not clear 
whether or not that statement was inconsistent with the 
current estimates of the Fund’s gold resources; and it 
remains to be seen whether some transfer of gold will 
not take place when the time arrives for the seasonal 
reversal of the increase in the fiduciary issue, which last 
year was carried out on January Ig. Considerable 
discussion was aroused by the fact that the fiduciary 
issue was raised by £30 millions, instead of by £20 millions 
as in the previous year. This is believed to have been 


Cc 


Fiduciary 
Issue 
Increase 








4 THE BANKER 


based upon nothing more significant than the fact 
that in 1937 the Christmas peak note circulation was just 
about {£30 millions above the November “low” of 
£480°4 millions. 


No Expes THE effect of the increase in the fiduciary 
4 ad . . . e 

sion in issue is shown in the following extract 
Credit Base from recent Bank Returns: 


(£ millions) 


Govern- 
ment Public Bankers’ 
Notes securities Reserve deposits deposits 
Nov. 23 xe 470-1 gI°d 51° bt ee Q2°2 
30 480°8 go:2 40°38 Z3°T 97°I 
Dec. 7 aa 487°5 60-1 69°9 18:6 102°9 
I4 s- @05°3 68° 4 62°2 15°6 99°5 


The jump in the Reserve to £69-9 millions shown by the 
December 7 Return reflected the transfer to the B anking 
Department, in exchange for securities, of £30 millions 
of notes, £7 million of which were withdrawn into 
circulation during the week. As the greater part of this 
increase in the note circulation was neutralized by the 
purchase of securities, Government securities showed a 
reduction of only {24-1 millions, instead of £30 millions. 
The further increase of {7-5 millions in the note circula- 
tion during the follonwiing week, however, was scarcely 
neutralized at all. Notw ithstanding the decline in public 
deposits from {31-7 millions on November 23 to 
£15:6 millions on December 14 (due to distribution of 
War Loan dividends and the release of Exchange Account 
funds), bankers’ deposits at the latter date were thus 
still below {100 millions. Another movement of interest 
during this period was a jump of £5-4 millions shown by 
the item “ discounts and advances ”’ in the November 30 
Return, reflecting the advance to Czechoslovakia of the 
second half of £10 millions credit granted after Munich. 


Towarps the end of November the decline in sterling, 
which had been in progress almost without interruption 
for some months, was abruptly checked, 
Sterling the dollar rate suddenly reacting from 
— 4°62) to 4:69. The recovery was “largely 

a technical one, assisted by renewed rumours 


of dollar devaluations, which accentuated the cov ering 
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A BANKERS DIARY c 
of short positions in sterling to be expected in any case 
on the approach of the year-end in a market heavily 
long of dollars. Sterling was also strengthened by the 
cessation of the autumnal import demand for dollars 
and, at any rate psychologically, by the considerable 
improvement in the trade balance, to which reference 
is made in a later note. Throughout the whole of 
December the dollar rate fluctuated between 4-65 and 
4:70. The price of gold, which touched a new record of 
150s. 4d. on November 26, eased to 148s. 1d. on December 6, 
owing to the improvement in sterling, recovering to 
about 149s. later. The firmness of the franc which 
followed the announcement of the Reynaud plan in 
November survived even the abortive general strike and 
the political nervousness caused by the claims to French 
territory advanced in the Italian Press campaign after 
the allegedly spontaneous demonstration in favour 
of colonies in the Italian Chamber. Some anxiety for 
the belga having already been caused by the weakening 
of Belgium’s competitive position in world markets 
owing to the decline in sterling and the franc, this currency 
was affected by an acute spasm of weakness on the 
Cabinet crisis of early December, but improved on the 
statement of the new Finance Minister, M. Janssen, 
that he was opposed to linking the belga to sterling. 


On December 20 the Chancellor announced in the House 
that it had been decided to reimpose restrictions on 
foreign issues. This reversed the step 

Renewed taken in February last, when it was 


— announced that the Foreign Transactions 
Issues Advisory Committee would adopt a more 


liberal attitude to transactions involving 
the purchase of large blocks of foreign-owned securities 
and issues by British nationals for the development of 
foreign countries. 

Since the lifting of restrictions at that time was 
explicitly justified by reference to “ the recent strength 
of sterling ”’ it is clear that one motive for its reimposition 
was to remove one possible source of pressure on the 
currency. The relaxation of the ban in February proved, 
in fact, to have been singularly badly timed. Our balance 
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of payments for 1937 was, of course, highly adverse. The 
strength of sterling was due entirely to the influx of 
foreign capital and thus afforded in reality very little 
justification for a resumption of long-term lending 
abroad—how little has been shown by the magnitude 
of the subsequent withdrawals, which have m: ide the 
conservation of our remaining gold stocks a matter of 
some importance. Even though the volume of trans- 
actions affected has not been sufficient to exercise any 
really significant influence on the exchanges, the re- 
imposition of the ban is thus a welcome move—provided 
it does not indicate that the authorities are prepared to 
keep sterling at an over-valued level out of deference to 
American wishes. 


ONE of the most encouraging features of Sir Robert 
Kindersley’s survey of “‘ British Oversea Investments 
for 1937’ is his conclusion that the process 

Britain’s Of erosion of our overseas assets was 
Investments almost completely checked last year. 
Overseas Whereas repayments to the United King- 
dom exceeded British subscriptions to new 

issues by £30 millions in 1935 and £46 millions in 1936, 
the excess last year was a siding fr million, this being 
the result of a sharp decline in repayments from 
£107 millions to £61 millions. Income from overseas 
naturally showed a substantial increase in 1937, the 
total for that year being estimated at £176-6 millions 
against {164-4 millions in 1936. Owing to continued 
repayments and conversions, the income from British 
holdings of overseas Government and municipal loans 
fell a further £4-3 millions. The survey points out, 
however, that by 1937 the full effect of the extensive 
conversion operations of the previous years was felt, 
although in 1937 itself repayments and refunding opera- 
tions were ac tually on a considerably smaller scale than 
in the two preceding years. In the next two years there 
are few Empire loans maturing in respect of which 
refunding or conversion operations will be possible, but 
early in the next decade numerous loans bearing com- 
paratively high rates of interest will fall within the scope 
of such operations. Receipts from holdings in companies 
registered outside this country rose only {2-1 millions. 
The bulk of the 1937 increase was thus due to the jump of 
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£14-4 millions in the receipts from British companies 
operating abroad. Contrary to what has been generally 
assumed, Sir Robert considers it possible that another 
small increase in income may be registered during the 
current year, as company distributions during the boom 
were very conservative and primary producers, by making 
extensive forward sales at the inflated boom prices, 
managed to maintain profits near their boom levels for 
some time after the downward turn in prices took place. 
In 1939 and 1940, however, a substantial decrease is to be 
expected unless a rapid and substantial recovery takes 
place in America in the very near future. 


THE November trade figures were definitely encouraging. 
It is true that, at £42-9 millions, exports showed ‘only 
a very slight further increase on the October 
Better Trade figure, but even this is at least suggestive 
Figures of a rising trend, since in 1930 and 1937 
there was a moderate fall in exports for 
November. Imports are now being compared with 
the figures at the very height of the import boom, so that 
the total of £78-o0 millions for the month shows the 
huge drop of ‘£19: 3 millions on the year. The figures 
are summarized in the following table : 


(In £ millions) 
November October November 


1938 1938 1937 
Imports oa 78-0 79°0 97°3 
Exports, U.K. goods a 42°9 42°6 45°2 
Re-exports a 25 5:1 5°4 5°3 
Total exports .. ~ 48-0 48-0 50°5 
Import surplus ne 30°0 3I+I 40°8 


The recent figures, it will be seen, suggest a much less 
unfavourable trade balance for the year than at one time 
seemed possible. It will be recalled that the adverse 
balance at the end of March was £18-4 millions higher 
than for the corresponding period last year, but gradually 
declined to equality with 1937 in September. In 
October the import surplus to date showed a decrease of 
{11-7 millions and for the first eleven months of the 
year there is a contraction of {29-4 millions. There is no 
regular seasonal movement in external trade between 
November and December, and if it be assumed, therefore, 
that the December figures will prove much the same 
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as those for November, the import surplus for the year 
should be only some {£390 millions, a reduction of 
£42 millions on that for 1937. This does not mean that 
our balance of payments as a whole will necessarily be 
any the more favourable, for invisible exports must be 
showing a marked contraction; but the position is now 
by no means so unfavourable as it seemed even three or 
four months ago. And the Board of Trade’s balance 
of payments figures will be favour: ibly influenced to the 
extent of about £15 millions by the fact that we shall 
have an export surplus of silver this year instead of an 
import surplus—even though silver entering the country 
is mainly held on foreign account, so that its movements 
do not affect the balance of payments in any real sense. 


THE decision of the banks to accept as collateral for loans 
only such municipal bills as were eligible for rediscount 
; at the Bank of England, was followed by 
f tdi ts useful change in the rediscounting rules of 
” ” Bills Pa" the central institution. Formerly the bills 

of only a handful of corporations enjoyed the 
privilege of rediscount at the Bank. The banks’ decision 
therefore involved some rather arbitrary discrimination 
against other municipalities. To correct these anomalies 
the Bank decided that it will henceforward rediscount (or 
accept as security) bills issued by any municipality 
specifically authorize -d to do so under Act of Parliament, 
the word “ specifically’’ excluding those issued under 
Section 215 of the 1933 Locai Government Act, whose 
increasing number was re esponsible for the banks’ decision. 
This extension of eligibility is, however, subject to the 
important proviso that the maximum maturity of the 
bills shall be six months and that the issuing authority 
must be completely free of floating debt ‘ach year for 
two periods of at least thirty days. While the new 
rules will thus enable some local authorities who were 
unfairly discriminated against to escape the banks’ ban, 
they will not be welcomed by others who had bills (often 
yearlings) permanently in issue. For all that, the 
experience of the crisis fully justified the action of the 
clearing banks, while the soundness of the Bank’s re- 
discounting provisions is self-evident. 


- ew 








The Share-pushing Bill (1) 


**Prevention of Fraud ’’? 


of London, it is the business of dealing in securities. 

One might reasonably have expected, therefore, that 
the introduction of a new law to regulate dealings in 
securities would have been followed by City interests 
with the closest attention. Instead, the passage through 
its various stages of the so-called Prevention of Fraud 
(Investments) Bill, alias Share-pushing Bill, has so far 
been watched by the many important groups whom it 
closely concerns with a calm verging on apathy. It 
is probable that this unconcern has been due to a great 
extent to the extremely misleading title under which the 
Bill has been introduced. The natural reaction of all 
respectable and honest dealers in securities, such as the 
Stock Exchange, the banks and issuing houses, the dis- 
count market and the insurance companies, is to suppose 
that a bill which purports to be concerned with the pre- 
vention of fraud, and the activities of share-pushers, can 
concern them only i in the remotest way. 

That is far from the truth, for the Bill’s title is little 
short of a misnomer. A single glance at the preamble 
to the Bill itself is sufficient to make this clear. The 
preamble lays it down that the Bill sets out to do four 
things. The first is the all-embracing object of “ regulat- 
ing the business of dealing in securities.” The second 
is to restrict the registration of societies under the 
Industrial and Provident Societies Acts, and the third to 
confer further powers on the Registrar of Building 
Societies, provisions which are designed to restrict the 
activities only of certain types of property and building 
society, but which in their wording can be made to apply 
to a much wider class of enterprise. Only fourthly and 
lastly is the prevention of fraud in connection with deal- 
ings in investments even specifically mentioned. 

When one comes to the provisions of the Bill itself, 
therefore, it is not surprising to find that its framers have 
flung their net wide over the whole field of investment. 
Judged by its wording alone, indeed, the Bill represents 


T there is one trade which vitally concerns the City 
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an extremely far-reaching and unnecessary arrogation 
of authority by a Government department. 

How little justification for this assumption of almost 
unlimited powers is afforded by the Bill’s supposed 
object of doing away with share-pushing can most 
clearly be shown by reference to the report of the 
Departmental Committee under the chairmanship of Sir 
Archibald H. Bodkin, on whose investigations the 
present Bill is in the main based. In Clause 75 of that 
report it is stated :— 

‘There are various types of dealing in stocks and 
shares which, in dishonest hands, can readily be used 
for defrauding the public, whilst on the other hand there 
are many transactions which cannot readily be so used. 
There are also certain classes of persons who do not need 
protection against fraudulent dealings. Share-pushing 
and similar “activ ities are aimed at “the inexperienced 
public, and it is therefore principally in their interests 
that some restraint on dealings which may lend them- 
selves to fraud is required, and persons whose ordinary 
business, or part of whose ordinary business, it is to 
buy or sell shares, whether as principal or agent, are so 
experienced and well versed in stock and share dealings 
generally that they are in no need of protection against 
offers of worthless shares or similar activities. 

“There are again other dealings which, though 
carried out for and with members of the public, do not, 
according to the evidence we have heard, lead to the 
perpetration of share-pushing frauds. These latter may 
be described as ‘pure agency transactions’ in which, 
e.g. a customer of a bank intimates to the bank manager 
that he wishes to buy or sell certain named securities 
and asks the bank to cause the transaction to be carried 
through. In such a case the bank acts as a mere trans- 
mitting agent in respect of that customer’s order, by 
requesting the stockbroker usually employed by the 
bank to buy or sell the securities; the bank does not 
itself deal in the securities, but the actual transaction 
of sale or purchase is carried out by the stockbroker. 
The bank receives some remuneration for the trouble 
involved by receiving part of the commission which the 
stockbroker charges the customer. 

“If therefore a person proposes to deal in stocks and 
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shares, and confines his dealings to transactions with 
those above-mentioned as not requiring protection; or 
acts as a mere transmitting agent for a member of the 
public, there is not, we think, any likelihood of share- 
pushing frauds being carried out by him; and conse- 
quently such control as is implied in the scheme of 
registration of the character we are now discussing 
would not be necessary.” Now the whole purport of the 
above and other passages in the Bodkin Report is that 
large classes of transactions in securities cannot readily 
be used for share-pushing, even in dishonest hands, and 
in practice have nothing whatever to do with share- 
pushing. Hence the reasonable way to frame a bill 
intended for the prevention of fraud would surely be to 
exclude securities business of this innocuous nature from 
the Bill’s operations, and to ensure that the Bill (as 
recommended by the Bodkin Committee) should inter- 
fere as little as possible with the “delicate machinery 
of legitimate finance.” 

Instead, the Bill starts off by making it illegal to 
carry on the business of dealing in securities unless the 
corporation or person carrying on the business obtains 
either exemption under the Bill or a licence. The only 
exceptions are the Bank of England, the London Stock 
Exchange, the members of any stock exchange or associ- 
ation of dealers recognized by the Board of Trade for 
the purposes of the Bill, and trustees of approved unit 
trust schemes. 

By reason of the extremely wide definition of the 
phrase “ dealing in securities,’ it would appear that an 
enormous number of companies and possibly indivi- 
duals, who have no intention whatever of selling or 
offering to sell to the public any stocks or shares will 
have to apply either for exemption or a licence, because 
it would be a difficult matter to determine whether such 
companies or persons are carrying on the business of 
dealing in securities, in cases where the purchase and 
sale of securities is merely incidental to their main 
business. The only transactions which are expressly 
permitted are transactions done by any member of any 
recognized stock exchange or recognized association of 
dealers in securities, and transactions carried out by the 
Bank of England or exempted dealers or Trustees of 
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approved Unit Trusts in relation to the property for the 
time being subject to the trust. 

On account of the large number of applications 
which the Board of Trade are likely to receive for ex- 
emption or a licence, it appears almost inevitable that 
there will be a long delay in bringing the Act into force, 
because it is obvious that a reasonable time must be 
given for all corporations and individuals who are carry- 
ing on a legitimate business of dealing in securities to 
obtain either exemption or a licence, and in this way the 
object which the Bill is primarily designed to accomplish 
—namely, to bring to a prompt end improper share- 
pushing—will be defeated for some considerable time. 

By Clause 5, the Board may make rules for regulat- 
ing the conduct of their business by holders of licences, 
which rules may lay down the class of person with whom 
they may deal, the form in which contracts must be made 
and the form in which they must keep their books. The 
licence requires annual renewal; and it may be revoked 
for various reasons, one of which is “if it appears to 
the Board ” that “ by reason of any circumstances what- 
soever”” which “reflect discredit upon his method of 
conducting business”’ the applicant or holder is not, or 
is no longer, a fit and proper person to hold a licence. 

It is obvious enough that any person requiring a 
licence (and this would, apparently, include the nominee 
companies of the banks) must place themselves pretty 
thoroughly under the tutelage of the Board of Trade; 
and the only appeal from the Board’s decision is to a 
tribunal of enquiry which is not fully independent of 
the Government of the day. According to the draft Bill, 
this Tribunal was to consist of a legal chairman 
appointed by the Lord Chancellor, and two nominees 
of the Treasury. Thanks to an amendment in Com- 
mittee there will, instead, be two legal members and 
a third representative whose appointment will, as far as 
possible, be independent of the executive. Similarly, the 
Board of Trade may grant exemption to persons dealing 
with securities in various ways which, in fact, cover the 
main business of reputable financial interests, but may 
revoke that exemption :— 

“(a) If that person fails, at any time when he is 
required so to do by the Board, to satisfy the 
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Board that the conditions subject to which 
the order was made have been fulfilled in his 
case, or 

“(b) if it appears to the Board that the circum- 
stances in which the order was made have 
materially changed since the making of the 
order.” 


It will be seen that the Board of Trade is to exercise 
an almost unfettered discretion, yet from a refusal to 
grant exemption or the revocation of an exemption 
there is no appeal whatever. It is true that a person re- 
fused exemption can always apply for a licence and 
appeal to the Tribunal if it is refused; but it must not be 
forgotten that a licence-holder must submit to elaborate 
regulations by the Board of Trade, regulations which 
would be an affront to any institution of high status, such 
as a bank, and which might prove extremely vexatious 
if applied by an unfriendly Government. 

In succeeding articles many instances are given of 
the manner in which these extraordinarily sweeping 
powers could be used to bind hand and foot reputable 
financial interests who should never have been touched 
by the Bill at all. Fortunately, many of the worst 
features of the Bill have already been modified, if they 
have not been entirely removed, in the Committee stage; 
while the Government has undertaken to consider a 
number of modifications which can still be made at the 
Report stage. It is to be hoped that the City will take 
advantage of the final opportunity afforded by the 
Report stage to see that its liberty is not unduly and 
unnecessarily restricted. 
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The Share-pushing Bill (2) 
The Main Provisions 


T is impossible at the present stage to say what form 
the Share-pushing Bill will finally assume. Various 
amendments have been agreed to in Committee, but, 

welcome though these may be, they do little to meet the 
fundamental objections to the Bill—that in order to catch 
a small number of rogues, the entire financial and invest- 
ment machinery of the country is to be placed in fetters. 
The general objections to the Bill and its effects on the 
banking community are discussed in the adjoining 
articles. In this article it is intended to sketch the de- 
velopment of the measure and to discuss its effect on 
other sections of the investment world. 

It is worth while to go back to the origin of the Bill— 
to the report of the Bodkin Committee on Share-pushing 
—and compare the recommendations of that Committee 
with the Bill in its first and second versions and its likely 
final form. The Bodkin Committee explicitly stated 
that it had in mind, when framing its recommendations, 
“the necessity of avoiding any undue interference with 
the smooth running of the delicate machinery of legiti- 
mate ‘finance’ in the City of London. Concerns such 
as banks, merchant bankers, discount houses, issuing 
and finance houses, with whose business it is at once 
unnecessary and undesirable to interfere, carry out tran- 
sactions in stocks and shares which do not lend them- 
selves to such frauds as are within our terms of 
reference .... Our recommendations are directed to 
controlling those only who carry on transactions in 
stocks and shares which do furnish opportunities for the 
frauds under consideration.” * 

What the Committee actually recommended was a 
registration system for share-dealers (with exemption for 
members of recognized Stock Exchanges); for the pro- 
vision of references and sureties by those registered; a 
tightening up of the Companies Act, 1929, and the 
Larceny Act, 1916; increased powers for the police; and 
a strict control of circularization. There was nothing in 
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these recommendations to suggest that the Government 
should take the sweeping powers embodied in the 
present Bill. The first draft of the Bill was issued in 
July in order that those affected might be afforded ade- 
quate time to consider the implications of the measure 
and to make such representations to the Government 
as they thought fit. Owing to a combination of circum- 
stances—holidays, the international crisis, and the 
tacit assumption that any measure with the word 
“Fraud” in its title could not affect legitimate business 
interests, the City has, unfortunately, only recently 
awakened to the possible consequences of the very wide 
powers given to the executive by the revised version of 
the Bill. 

Amendment has, in general, been confined to a revi- 
sion of the wording of the old Clause 9 (now Clause Io) 
which deals with misrepresentation in investment 
matters, to the insertion of a new clause (Clause 9) deal- 
ing with building societies, and to the insertion of a sub- 
clause in Clause 5 providing that the rules for the regula- 
tion of the conduct of business by licence-holders shall 
be published in draft. The revision of the old Clause 9 
meets many, but not all, of the objections levelled against 
it. Under the new clause it is made a criminal offence 
to induce or attempt to induce another person to enter 
into various kinds of transactions by any statement, 
Dromise, or forecast known to be misleading, false or 
deceptive or by the reckless making of any statement, 
promise or forecast which is misleading, false or 
deceptive. The point should be made here that some 
misapprehension still exists—particularly in Stock 
Exchange circles—over the scope of this clause. In 
part, this misapprehension seems to have arisen from a 
misreading of the succeeding clause. Clause 11 enumer- 
ates the persons exempted from the ban on circulariza- 
tion, and among those exempted are the members of the 
recognized Stock Exchanges. This fact, coupled with 
the general exemption given to Stock Exchanges under 
the Bill, has fostered the impression that Stock Exchange 
members are not affected by the measure. Clause Io, 
however, covers any persons; and while the wording is 
now such that no reasonable objection can be taken to 
it, the investor is not always a reasonable person. 
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Every City institution has met the disgruntled client, 
and Clause 10 provides that client with a dangerous 
weapon. It foreshadows unpleasant possibilities of un- 
justifiable or vexatious charges. Such charges might 
never be sustained, but publicity, or the threat of it, 
may well lead to a new form of blackmail. 

The second major revision—the granting of power to 
the Registrar of Building Societies to prohibit a building 
society from circularizing the investing public—has been 
made to stop share- pushers operating through these 
societies. The attitude of the societies is believed to be 
similar to that of many other institutions. In brief— 
their record is above criticism; their relations with the 
Registrar have always been excellent; what can they 
have to fear from a measure designed to thwart the 
share-pusher? The loophole for the share-pusher 
clearly had to be stopped. Whether it is advisable that 
the Registrar and the executive should have such sweep- 
ing powers over the whole movement is another matter. 
The third revision—the provision for the publication of 
the draft regulations for licence-holders—is unobjection- 
able, and calls for no comment. 

This brings us to the Committee stage—begun 
in the House of Commons on December 6, and 
concluded on December 15 after four sessions. One 
of the most important revisions decided upon by 
the Committee was the insertion of a provision in 
Clause 14 for increasing the powers of the trustee 
to a unit trust. Under the Bill, both the trustees 
and the managers of authorized trust schemes are 
exempted. The anomalous position thus created has 
already been commented upon by THE BANKER. A 
bank, gia unit trust trustee, is automatically exempted, 
and entitles the unit trust to exemption; yet in 
its other capacities, the bank itself can obtain exemption 
only by order of the Board of Trade. Moreover, the 
bank, gua trustee of a flexible trust, may have no control 
over the actual investments or investment policy of the 
trust—that power may be confined to the managers, who 
obtain exemption from the Bill merely by virtue of 
possessing approved trustees. In principle, an increase 
in the powers of the trustee can only be welcomed by the 
unit trust movement—which, it may be stated, expected 
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the second version of the Bill to provide that managers 
should apply in the ordinary way for a licence. The 
strengthening of the trust deeds, to accord with the 
recommendations of the Anderson Committee on Fixed 
Trusts, and the control by the trustee of advertising 
matter issued by the managers, will leave many trusts 
unaffected. The great majority of trust deeds now 
follow the lines of the Anderson Committee’s suggestions, 
and many trustees do exercise control over advertising 
matter. In so far as the Government’s proposals result 
in uniformity of practice among unit trusts, the handicap 
under which the more conscientious trusts have hitherto 
worked will be removed. But although, on general 
grounds, the unit trust movement will welcome the 
innovation, the form of the suggested amendment must 
cause uneasiness. The amendment is as follows: 

““ Subject to any exceptions which may be prescribed, every 
deed or other instrument (executed whether before or after the 
commencement of this Act) under which property is, in pursu- 
ance of any unit trust scheme, vested in an approved trustee 
of unit trusts, shall be deemed to contain such provisions as 
may be prescribed, and any provision contained in any such 
deed or other instrument shall, if and so far as it is inconsistent 
with any of the provisions so prescribed, be of no effect.’’ 


Until the exceptions and prescribed provisions are 
known, uneasiness may be premature. But it cannot be 
denied that the new amendment places the widest powers 
in the hands of the executive. The unit trust move- 
ment has hitherto understood that legislation to control 
it had been indefinitely postponed. Instead, Clause 14 
of the Share-pushing Bill would now appear to give the 
executive complete control. 


Another important concession agreed to by the 
Government concerns the tribunal of enquiry to which 
a person may appeal whose application for a licence 
has been refused, or whose licence has been revoked. 
The request that the right of appeal should lie to a judge 
of the High Court has been met with the reply that such 
a procedure would involve delay. But it has been 
agreed that the tribunal of enquiry shall consist of two 
members of the legal profession, to be appointed by the 
Lord Chancellor, and that the President of the Board of 
Trade shall consider the method of appointment of the 
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third member to ensure that the source of appointment 
shall be, as far as possible, independent of the executive. 
There is still the criticism that the Lord Chancellor is a 
member of the executive, in addition to being the head 
of the legal profession, but the concession may be re- 
garded as one of the most important made by the Gov- 
ernment. 

Finally, and possibly the most important concession 
of all, is the promise to reconsider Clause 1 and the 
definition Clause with rec:erence to the phrase “ dealing in 
securities.’ We say “ possibly most important conces- 
sion’”’ because final judgment must await the results of 
the reconsideration. Nevertheless, this action is being 
taken in order, in the words of the Solicitor-General, that 
“there shall be no reasonable ground for apprehension 
on the part of the people about whom I have been talk- 
ing that their activities are brought within the scope of 
the Bill in connection with their ordinary activities.” An 
insurance company, a solicitor, accountant, actuary, 
agent or trustee will all, at times, play a part in security 
transactions, but it would be absurd to maintain that 
such transactions which are incidental to and distinct 
from their normal business should constitute “ dealing 
in securities ’’ under the Act. 

It remains to consider the Bill from the viewpoint of 
those against whom it is directed. Property societies 
registered under the Industrial and Provident Societies 
Acts are specifically covered by the Bill. Many of these 
have clearly been conducted as investment media and 
not in accordance with the spirit of the original legisla- 
tion; and though a great number are honestly 
conducted, the disclosures in connection with the 
winding-up proceedings of others show clearly that the 
movement was open to abuse. Now the societies must 
satisfy the Registrar that they are bona fide co-operative 
societies or are conducted mainly to improve the lot of 
the working classes. Unless they can thus satisfy the 
Registrar, the societies must either abandon any 
approach to the investing public or must convert into 
companies under the Companies Acts, with certain privi- 
leges as regards stamp duty on capital if they take the 
latter course. It may be pointed out that if a society 
adopts the first course, i.e. does not invite further sub- 
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scriptions for capital, it may still proceed to conduct its 
business under the generous provisions of the Industrial 
and Provident Societies Acts. And if past experience is 
any guide, this reprieve will, in many cases, not be 
utilized in the investors’ interests. That criticism has, 
however, been met by the Government’s promise to con- 
sider increasing the powers of the Registrar so that he 
may call for information, and possibly order the 
winding-up of societies, if his investigation shows that 
the investors’ interests are imperilled. 


As for share-pushing in its better-known forms, it 
may be noted that, despite the considerable publicity 
given to the present measure, the activities of many 
bucket shops continue unabated. That may be due to 
a desire to make as big a killing as is possible before the 
Share-pushing Bill becomes law, but it would be a 
mistake to assume that the Bill will stop share-pushing 
overnight. The licensing system will not prevent share- 
pushers from operating, through nominees, and with an 
added cloak of respectability. The measure will cause 
a reduction in share-pushing mainly through a better 
education of the public and through the additional 
powers given to the police. It is to be feared that in 
achieving this rather limited end it will seriously hinder 
many forms of legitimate enterprise. 


The Share-pushing Bill (3) 
The Bill and the Banks 


OME months ago THE BANKER urged that the 
S banks should hold a watching brief to protect 
their interests under the Share-pushing Bill,* pri- 
marily in relation to the now notorious Clause 9 of the 
original version. Although the objections under that 
head apply less strongly to Clause 10 of the amended 


* See September issue, pp. 194, 244. 
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Bill, a detailed study of the new version shows that there 
are still many matters which the banks should seek to 
amend before the Bill becomes an Act. 

As the holders of several hundred millions of invest- 
ments, as underwriters of issues, and as the channel 
through which new issues of securities are offered to the 
public, the banks must collectively be the largest 
“dealers in securities” (as that term is defined in the 
Share-pushing Bill) in the country. More than any other 
section of the community, therefore, they are affected 
by the general ban which places a restriction on opera- 
tions hitherto conducted in complete freedom, without 
(it may be pointed out) the slightest danger or detriment 
to third parties or to society as a whole. 

If the Bill should become law in its present form, the 
banks will henceforward require the permission of the 
Board of Trade to carry on three departments of their 
normal business :— 

(rt) To be able to deal in securities at all they must 
apply for and obtain the Board of Trade’s exemption 
from the general provisions of the Bill. 

(2) To become approved trustees of unit trusts (and 
only approved trustees can legally handle the under- 
lying securities) they must obtain an order of the Board 
of Trade declaring them to be approved trustees as 
defined in Clause 14—and although the capital of all 
the clearing banks far exceeds the minimum require- 
ments laid down, it must be remembered that the clause 
is only a permissive one. 

(3) The banks’ nominee companies are not, it 
appears, eligible for exemption and musi therefore 
apply for a licence, renewable annually. 

No provision is made for any right of appeal against 
the refusal to grant an exemption or approve a corpora- 
tion as a trustee of unit trusts, nor against the revocation 
of the respective orders, once granted. In relation to 
the granting or revocation of licences, there is a right 
of appeal to a tribunal nominated by officers of State. 
But to retain his licence, a licensed dealer must be pre- 
pared to supply the Board with any information it may 
require and to accept its directions as to the class of 
person with whom he may deal, the form of contracts, 
the method of keeping accounts, and so on. 
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It is evident that these provisions, taken together, 
constitute a body of regulations which could at will be 
used by the Government of the day to bring considerable 
pressure to bear on the banks. Even under present 
conditions, it is not altogether out of the question that 
they might be employed to force upon the banks a highly 
onerous supervision of the management companies of 
the unit trusts for which they act as trustees, duties 
which the banks have in many casesexplicitly repudiated 
when agreeing to act as custodian trustees of the trust 
property. 

That such a powerful lever over the banks should 
be placed in the hands of a Government department is 
not only dangerous in principle. It is also an obvious 
anomaly, since the mere fact that a unit trust has an 
approved trustee (usually a bank) is sufficient to secure 
for it a blanket exemption, whereas the actual trustee, 
as pointed out in THE BANKER last month (p. 224), must 
apply individualiy for exemption or a licence to be 
allowed to carry on securities business at all.* 
Obviously, as we have already suggested, members 
of the British Bankers’ Association and of the 
British Overseas Banks Association ought explicitly to 
be exempted in the Bill. It should be noted that these 
bodies themselves could not, apparently, hope to qualify 
for recognition as associations of dealers in securities, 
and so relieve their individual members of the obligation 
to apply for exemption, as the associations have no dis- 
ciplinary powers over their members. 

Another section of the Bill which vitally affects the 
banks is Clause 11, which makes it a criminal offence, 
subject to certain complicated exceptions, to handle 
“circulars” (a term which has been deliberately left un- 
defined). One particularly objectionable feature of this 
section is that the exemption in respect of prospectuses 
[11 (2)} applies only to prospectuses which, iz fact, con- 
form to the requirements imposed “ or deemed to be im- 


* It is possible that the creation of this anomalous position 
was not even intended by the framers of the Bill, in which case it 
would not be the only example of loose and careless drafting. One 
could mention, for instance, the glaring omission of any reference to 
a foreign municipality in Clause 11 (2) and in Clause 13 (2 d), or the 
lack of any definition of the ‘‘ public.’’ 
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posed ”’ by Sections 35 or 365 of the Companies Act.* To 
avoid committing a criminal offence merely by 
placing a prospectus on its counter, the bank must 
personally verify all the statements and representations 
which it contains. This is, of course, in direct contra- 
diction to a principle which underlies all ordinary 
mercantile law, the doctrine that ordinary business deal- 
ings need not and should not be conducted on the a 
priori assumption that any other party is committing 
a criminal offence. It is the flouting of that excellent 
rule which is responsible for many of the Bill’s most 
objectionable features. 


Should a Banker Tell? 
By Maurice Megrah 


RECENT case (Sunderland v. Barclays Bank 
A Ltd.) has raised, once again, the question to what 
extent a banker is entitled to disclose information 
relating to his customers’ affairs. The answer is that, 
in the main, he should not and does not. Like most 
round statements, however, the answer is only partly 
true, though the part is nearly as great as the whole. It 
is an unquestionable fact that a banker normally pre- 
serves complete secrecy regarding his customers’ affairs, 
and that the few occasions on which he departs from this 
rule are caused solely by reason of legal or other com- 
pulsion. Should a disclosure be made for the benefit of 
the banker himself, it is as the natural result of 
some act or omission of his customer, some part of whose 
affairs it has not been possible for the banker to regard 
in his customary confidential light. 





* Rejecting the suggestion that the word “circular ’’ should 
be changed to ‘‘ documents,’’ the Attorney-General replied that the 
term ‘‘ circular’’ had been employed precisely on account of its 
vagueness in order that the scope of the Bill should be as wide as 
possible. He argued that, however loose the term might be, the judges 
would be able to recognize the animal when they saw it. Since the 
Bill sets up a number of new criminal offences, some of which hinge 
upon the definition of this particular word, this reply, which runs 
directly counter to the general principle that a criminal offence must 
be defined with the greatest precision, deserves to rank as one of the 
most remarkable legal dicta on record. 
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When the banker, for no satisfactory reason in law, 
fails to obey this special and instinctive duty to his 
customer, he is liable to pay heavily for the lapse. For 
long the position in law remained undefined. In prac- 
tice, bankers had assumed the responsibility of main- 
taining secrecy concerning their customers’ affairs. 
Nevertheless, there were always obvious instances in 
which that secrecy had to be broken—for example, 
where a banker had to sue for a debt, he had to disclose 
the amount of the debt and the fact that the customer 
had refused, or had been unable, to pay; or where a 
banker was compelled by a Court order of one kind or 
other to disclose. These clearly could not and did not 
give rise to any difficulty. Moreover, bankers had for 
long made a practice of answering each other’s enquiries 
as to the standing, mainly financial, of their customers— 
a practice justified by its usefulness, both to bankers and 
customers, rather than by legal sanction. Only rarely 
had this been impugned. A more difficult position, 
however, arose from discussion with third parties. It 
may at once be said that it was very infrequently that 
this case arose, but it was always liable to crop up, and 
bankers had constantly to be on their guard not to im- 
pede business by unreasonable reticence, yet at the same 
time not to give their customers ground for offence. 
For instance, if a customer finds someone to guarantee 
an advance for him and sends him to his banker for the 
purpose of completing the transaction, what is the bank 
entitled to tell the guarantor about the principal debtor, 
his customer? This and other questions were always 
liable to be raised in the minds of bankers, and it says 
much for them that they were generally settled with 
satisfaction to all parties. 


Tournier Case 


It was to be expected, perhaps, that this perfect state 
of affairs could not continue without an occasional 
dereliction, giving rise to litigation, and the outstanding 
case—not only because of the very few that have come 
before the Courts, but more importantly because of the 
exhaustive judgment to which it gave rise—is that 
decided in 1924 by a strong Court of Appeal, Bankes, 
Scrutton and Atkin, L.JJ.: Tournier v. National Provin- 
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cial and Union Bank of England Limited (|1924] 1 K.B. 
461). 

The facts of that case are, briefly, that a branch 
manager of the defendant bank spoke on the telephone 
to the plaintiff's employers to find out the plaintiff’s 
private address. In the course of conversation with one 
of the directors of the company which employed the 
plaintiff, the defendant bank’s manager is alleged to 
have informed the director that the bank thought, from 
cheques which had passed through the plaintiff's 
account, that he was betting heavily. The result was 
that the plaintiff was dismissed from his employment, 
whereupon he sued the defendants for breach of con- 
tract, maintaining that there rested on the defendants 
an absolute duty not to disclose anything concerning the 
plaintiff's account and business—in the words of 
Bankes, L.J., “.... that the bank was absolutely 
pledged to secrecy in regard to the plaintiff’s account 
and business, and all matters incidental thereto, and 
that it was an implied term of the contract between the 
plaintiff and the bank that they would not disclose to 
anyone any of the plaintiff's business with the bank or 
matters arising therefrom, or the nature or state of his 
account, or any transactions relating thereto.” The 
Judge in the lower Court, Avory, J., properly refused to 
accept the existence of any such absolute contract, but 
the Court of Appeal found that he had not sufficiently 
directed the jury, and accordingly ordered the case to 
be re-tried. In fact, however, it never came before the 
Courts again. 

The value of the case lies in the principles which were 
laid down on the question of a banker’s duty in similar 
circumstances. These may be conveniently brought 
under the heads under which they were dealt with by 
Bankes, L.J., who decided that the qualifications of the 
contractual duty of secrecy could be classified as 
follows :— 

(a) where disclosure is under compulsion of law: 

(b) where there is a duty to disclose; 

(c) where the interests of the bank require 

disclosure ; 

(d) where the disclosure is made by the express or 

implied consent of the customer. 
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He gave examples of each of these—of the first, (a), an 
order under the Bankers’ Book Evidence Act, which 
a banker is obviously bound to obey; on the second, (5), 
he referred as an instance to Weld Blundell v. Stephens 
({1g920] A.C. at p.. 965), in which Lord Finlay spoke 
of a higher duty than the private duty, as where 
danger to the State or public duty might supersede the 
duty of the agent to his principal; of (c), where the bank 
issues a writ for the payment of an overdraft; of (d), 
where the customer authorizes a reference to his 
banker. 

The three members of the Court were agreed that 
the obligation to secrecy continues after the closing of 
the account, though Atkin, L.J. seemed to think that it 
did not extend to information acquired after the account 
is closed. Scrutton, L.J. thought it extended to informa- 
tion acquired from sources other than the account 
during the continuance of the relationship, but not to 
that derived about the customer from another customer’s 
account. 

On the important question of the giving of informa- 
tion by one banker to another, Atkin, L.J.—the only 
Judge to mention the point—preferred to confine himself 
to the view that if the practice were justified, it must be 
on the basis of the implied consent of the customer. 


Sunderland v. Barclays Bank Ltd. 

The Tournier case has remained unchallenged and 
almost unquoted. But in the King’s Bench Division 
recently, Lord Justice du Parca, sitting as an additional 
Judge, found “guidance” in Tournier’s case for his 
decision in Sunderland v. Barclays Bank Limited (The 
Times, November 25, 1938). The manager of one of the 
branches of the defendant bank was alleged to have told 
the plaintiff's husband over the telephone that most of 
the cheques drawn by the wife on her account had been 
in favour of bookmakers. The defence was, briefly, 
that the manager had been speaking to the wife, who 
passed the conversation to her husband, with the request 
to the manager to tell her husband why a cheque had 
been dishonoured. The defence was thus one of 
authorized disclosure, and Lord Justice du Parcq found 
for the bank. In the course of his judgment, his Lord- 
ship said that society still expected a husband to act as 








26 THE BANKER 


his wife’s adviser and protector, but there were things 
which any bank or professional person bound by 
professional confidence would know must not be said 
to one spouse about the other, though there were many 
things which a doctor, for example, would not hesitate 
to tell a husband about his wife or vice versa. 

Coming to the particular case, his Lordship brought 
it within two of the categories mentioned in the Tournier 
case. He thought that the interests of the bank required 
disclosure and that the disclosure was made with the 
implied consent of the customer. He did not necessarily 
think that the plaintiff intended the manager to tell her 
husband, but that the manager was justified in thinking 
that she did not object to his giving her husband any 
explanation which might satisfy him that his complaint 
of discourtesy on the part of the bank was not justified. 


Disclosure to Guarantor 

What a banker is entitled to tell a prospective 
guarantor is a vexed question, because the borderline 
between what may be said and what may not depends 
largely on the circumstances of the case, and is thus 
somewhat loosely drawn. It would seem that he is not 
bound to offer information, no matter how important to 
the guarantor it might be (Hamilton v. Watson, 12 Cl. 
and F. to9). But it is accepted that he must answer the 
guarantor’s reasonable enquiries, and, to this extent, he 
probably has his customer’s implied consent. In 
National Provincial Bank v. Glanusk ({1913] 3 K.B. 
335), it was held that the withholding from a guarantor 
of information tending to show that the guarantor was 
being defrauded did not invalidate the guarantee. 


Banker's references 

With regard to what are commonly known as 
banker’s references, judicial dicta have been somewhat 
mixed. Some judges have eulogized the practice as 
being of recognized commercial value; in Tournier’s 
case, on the other hand, Atkin, L.J. refused to deal with 
the point, except to say that, if justified, it was because 
of the implied consent of the customer. How far this 
could be pleaded in the case of a customer unaware of 
the practice and who did not, even indirectly, authorize 
anyone to make enquiry of his banker, is not clear. 
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Where a bank replies to an enquiry, its only duty is 
not to be negligent—approved as recently as 1931 by 


Avory, J. in Batts Combe Quarry Company v. Barclays 
Bank Limited. 





The Exchange Account’s 
New Tactics 
By Paul Einzig 


T is now more than two months since the Exchange 
| Equalization Account embarked upon its new tactics 
by initiating systematic operations in the forward 
exchange market, and subsequently also in the day 
dollar market. It was some time before it was possible 
to form a clear idea of the motive for this new kind of 
intervention. During the early weeks, various theories 
were put forward, but were more or less disproved or 
discredited by subsequent developments. 

According to one theory, the object of official inter- 
vention in the forward market was to avoid the un- 
favourable impression created by too wide a forward dis- 
count on sterling, but this theory could not account for 
the intervention of the Exchange Equalization Account 
in the day dollar rates, which are never published and 
which can safely be ignored from the point of view 
of their psychological effect. While it is understandable 
that the authorities should not wish to see a very sharp 
rise in the discount on forward sterling, there is no 
apparent reason why they should be anxious to avoid 
the unfavourable impression created by a sharp rise in 
the discount on day dollars. For one thing, only a few 
specialized dealers are aware of the existence of a day 
dollar market, and they are sufficiently well informed 
to realize when an exchange movement is natural and 
when it is artificial. It could only be for the benefit of 
the general public that it might have appeared advisable 
to keep down forward dollar rates, and that public 
knows nothing and cares less about day dollar rates. 

According to another theory, intervention in both 
forward dollar and day dollar markets was intended to 
avert a sharp rise in bill rates and call money rates in 
London, which would otherwise have been caused by 
an unduly heavy yield on swap transactions. There can 
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be no doubt that it is to the interest of the monetary 
authorities to prevent such a reaction upon bill rates 
and money rates. The pursuance of a cheap money 
policy is now more essential than ever, owing to the 
necessity for borrowing for rearmament and to the dull 
state of trade, which calls for stimulus through cheap 
money. If it were correct to assume that it was this 
factor which induced the Exchange Equalization 
Account to embark upon forward dollar and day dollar 
operations, then the authorities would deserve to be con- 
gratulated on their enlightened and scientific attitude. 
It was just this policy which was advocated by Mr. 
Keynes in 1922 and from then onwards. I myself, in 
my book “The Theory of Forward Exchange,” did my 
utmost to emphasize the necessity for official interven- 
tion in the forward exchange market for the purpose of 
regulating internal interest rates. Until now, none of 
the Central Banks which have been pursuing a forward 
exchange policy has done so with such a scientific object 
in mind. In every instance they have merely pursued 
some immediate practical end, and the effect of their 
policy upon internal interest rates was purely incidental. 
It amounted to nothing more than reaching the right 
solution for the wrong reason. 

The case of the recent operations by the Exchange 
Equalization Account is no exception to this rule. The 
theory that they were prompted by the desire to in- 
fluence interest rates sounded convincing—until the 
Control suspended its intervention in forward dollars 
and day dollars early in December. The result of its 
change of tactics was a widening of the premium on 
forward dollars and of the discount on day dollars, just 
at a time when it was becoming increasingly important 
to avoid an undue rise of money rates and discount rates 
in London. After all, it was to the interest of the 
authorities to avoid anything which would accentuate 
the end-of-year squeeze. If in spite of this they 
suspended their operations undertaken under the new 
tactics, it was because those tactics had never aimed at 
influencing money rates, and it did not occur to the 
authorities that the suspension of the tactics would lead 
to higher money rates. 

Not for the first time, nor probably for the last time, 
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the theories which tried to explain the official tactics 
imputed much more subtle and scientific motives than 
those which probably prompted the authorities to adopt 
those tactics. In the light of their change of attitude 
early in December; it now seems probable that they were 
prompted by some immediate practical consideration. 
Presumably when they bought spot dollars against 
forward dollars, and bought day dollars during the 
adverse pressure on sterling, they simply wished to re- 
plenish their supply of spot dollars pending the execution 
of gold operations which would provide them with the 
dollars required. During October and November, while 
these operations were taking place, the Exchange 
Equalization Account was losing gold very fast, and it 
happened from time to time that the authorities ran 
short of spot dollars before they had an opportunity to 
replenish their supplies through shipments or earmark- 
ing. They therefore resorted to the device of securing 
spot dollars by means of operations in the forward 
dollar and day dollar markets. 

The fact that the authorities stopped operating in 
forward dollars and day dollars simultaneously with the 
recovery of sterling early in December seems to confirm 
this latest theory. From the beginning of December 
they received ample supplies of dollars, as a result of 
covering operations by bears in sterling, and there was 
no longer any need to employ the new tactics to 
replenish the supply of dollars. 

Thus the new tactics apparently did not involve far- 
reaching aims of monetary policy or even foreign 
exchange policy; they were dictated by purely empirical 
considerations. Disappointing as this fact may be to 
those of us who have been advocating a scientific 
forward exchange policy, it must be admitted that, not- 
withstanding its very limited scope, the new technique 
constitutes an important step in the right direction. 
Until quite recently the Exchange Equalization Account 
refused to deal systematically in forward exchange on 
its own account as a matter of principle. This unreason- 
able prejudice now appears to have been discarded. It 
is only the first step that is difficult, and there is reason 
to hope that sooner or later the authorities will resort to 
forward exchange tactics not only for considerations of 
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immediate practical necessity but also for considerations 
of fundamental policy. 

While the technique of the Exchange Equalization 
Account has materially improved during the last few 
months, its policy has remained as unsatisfactory as 
ever. It consists of yielding to a very large degree to 
the buying pressure or selling pressure of the moment. 
The result is quite unnecessarily wide fluctuations, 
tending to inspire distrust in sterling. Had it not been 
for the ease with which even a relatively moderate 
volume of selling brought about a substantial fall in the 
rate, much less foreign capital would have taken 
advantage of the passing recoveries in order to move into 
some other centre. Again and again the official policy 
allowing a slight buying pressure to bring about a 
marked recovery has proved to be mistaken, but on each 
succeeding occasion the authorities have committed the 
same mistake with identical results. 

The trouble about the official foreign exchange policy 
is that it is on a 24-hour basis. The Government does not 
appear to have given any consideration to the broader 
implications of the movements of sterling. If sterling is 
over-valued, then there is no reason to wait for the excuse 
of a selling pressure in order to bring about a downward 
adjustment. The argument that American official 
quarters would resent such a downward adjustment 
unless it were brought about by an evident selling 
pressure sounds utterly unconvincing. After all, the 
Exchange Equalization Account has the means to resist 
rigidly the selling pressure, which does not in any way 
diminish as a result of the policy of elasticity pursued. 

One of the explanations put forward by the apologists 
of the official foreign exchange policy is that it aims at 
diverting the pressure on sterling from the foreign 
exchange market to the gold market. If a substantial 
buying order for dollars tends to move the rate by half 
a point or a point, then it is obviously to the interest of 
the buyer to carry out the transaction through the 
purchase of gold instead of dollars. The advantage of 
diverting the pressure to the gold market is that, while 
official support to sterling in the foreign exchange 
market is apt to create a bad impression, official support 
through the intermediary of the gold market is to a large 
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extent concealed and is not likely to give rise to 
pessimism regarding the prospects of sterling. Even if 
that is so, the fact remains that wide fluctuations are 
detrimental to confidence in sterling; so that if the policy 
of allowing sterling to fluctuate has the purpose of 
avoiding the unfavourable psychological effect of a 
selling pressure, it certainly fails in its object. In any 
case, the apologists of the official policy are inclined to 
exaggerate the difference between the psychological 
effect of support to sterling through the foreign exchange 
market and support through the gold market. In this 
case, as in the case of official forward exchange 
operations, the attitude of the authorities appears to be 
influenced by the narrowest possible tactical considera- 
tions instead of broad considerations of policy. While 
in the case of the forward exchange operations they are 
doing the right thing for the wrong reason, however, in 
this respect they are doing the wrong thing—but again 
for the wrong reason. 





Economics of the Highlands 
By C.J. Shimmins 

O the casual visitor, the Scottish Highlands are a 
pleasant place affording good fishing, shooting, 
mountaineering and sailing, with scenery which 
cannot be surpassed anywhere—that is, when the 
weather is favourable. What is not always realized is 
that unemployment in the Highlands is higher than in 
any of the depressed areas. Owing to the unsatisfactory 
economic conditions in the area, the Scottish Develop- 
ment Council set up in August, 1936, a Committee “to 
examine economic conditions in the Highlands and 
Islands and the possibilities of development of local in- 
dustries therein.” The Committee’s report has now 
been issued and provides the most important and com- 
prehensive review of economic conditions in the area 
since that of the Napier Commission of 1884. One can 
only hope that the report will form the basis of vigorous 
action for the economic rehabilitation of this neglected 
section of the country, and will not merely find a resting 


place in the pigeon-holes of some Government 
department. 
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The counties included in the enquiry were Argyll, 
Inverness, Ross and Cromarty (with the islands 
affiliated to them), Sutherland, Caithness, Orkney and 
Zetland; and the principal industries of these regions 
are agriculture, fishing, forestry and certain domestic 
occupations such as hand-weaving. They contain only 
5.8% of the total population of Scotland, for owing to 
emigration and other causes the population has been 
declining over the past fifty years. In 1911, for instance, 
the population was 341,000 as against 293,000 In 1931; 
and the decline continues, though at a much lower rate. 
A considerable portion of the Highlands (which in- 
clude an area almost half that of Scotland) being useless 
for agricultural purposes, the farmers and crofters con- 
centrate on livestock farming, mainly on grass or “ rough 
erazing.”’ The main crops are oats, turnips, potatoes 
and hay. The following table shows how the per- 
centages of area under cultivation vary, and how the 
lispersion of population is closely related to cultivated 
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qd} 
land :— 


Highland Caith- Inver- Ork- Suther- Zet- 
Area. Argyll. mess. ness. ney. Ross. land. land. 
Percentage of i ; 

r under 

cultivation .. 7.5 5.6 235-55 42 685 2.45 7:9 
Density of popu- 
lation (persons 
Pp er I,000 

acres) ee 32 30 59 30 92 33 12 59 
Density of popu- 
lation in rural 
districts (per- 
sons Pp er 
000 acres 
under culti- 

ition) . 308 260 680 265 645 261 IgI 173 


Most of the farming in the area is carried on by 
crofters, and it is doubtful if such methods are really 
economic. Generally the crofter ekes out a bare living 
by augmenting his income with other work; for example, 
by acting as the village postman, hiring his horse to the 
County Council, working on the grouse moor, letting his 
house for the summer months, and in certain districts 
by making tweeds. There is no definite information as 
to the size of a croft that would constitute an economic 
unit, although on a minimum estimate a farm of 35 acres 
arable and 400 acres of outrun would be necessary. 
One thing that is urgently necessary is the development 
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of marketing facilities and improved methods of supply- 
ing farm requisites, e.g. on a co-operative basis. There 
are also possibilities of increased production in poultry, 
eggs and honey, while a system of combining the smaller 
crofts would also be advantageous. 

After agriculture, the most important Highland 
industry is fishing. As regards white fishing, the 
Highland ports are at a disadvantage compared 
with the larger ports outside the area and which 
are close to the consuming markets, with the result 
that in most places the natives combine _inter- 
mittent fishing with crofting. Herring fishing is of 
prime importance and is concentrated at Lerwick, 
Stornoway, Wick, Stronsay, Mallaig and Castlebay. 
These ports have shared in the post-war depression in 
the industry, mainly due to the loss in foreign markets. 
The considerable drop in domestic consumption in the 
past thirty years has been due to the changing habits of 
the people, particularly in the Highland area. Thirty 
years ago every farm put up a barrel or two of 
salt herring, a thing that is now almost unknown. The 
committee “have no radical changes to recommend re- 
garding the fishing industry as they are hopeful of the 
outcome of recent legislation. 

Other industries are on a small scale and identified 
with certain localities, such as bricks, slates, and Caith- 
ness flagstone. Further extensions would appear to be 
limited, owing to lack of capital and high freight charges. 
The largest industrial undertaking is the British 
Aluminium Company. 


RECOMMENDATIONS 

Among the Committee’s recommendations are the 
following :— 

(1) The appointment of a Highland Dev elopment 
Commissioner for an experimentai period of five years. 

(2) Lightening the burden of freight charges, partly 
by subsidies. 

(3) Institution of a Central Marketing Agency on co- 
operative lines to organize packing and marketing of 
produce. 

(4) Improvement of communications in transport. 

(5) Development of practical and technical training 
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in rural employments and fishing, e.g. by the estab- 
lishment of training centres for youths in each county. 

(6) Provision for improved water supplies and 
lrainage. 

(7) Abolition of three-mile limit for seine net fishing. 

(8) Development of water power schemes for local 
use. 
(9) Encouragement by Government assistance of 
tourist trade. 

No doubt the various recommendations will require 
a considerable sum of money. There are no estimates 
of their cost in the report, but as the financial resources 
of the country are being devoted mainly to the financing 
of rearmament, many of the proposed measures must 
necessarily be postponed. While it may be possible to 
introduce new industries—and the recent attempt of the 
British Oxygen Company was a notable instance of mis- 
geuided local patriotism—the problem will always 
remain one of assisting the crofter in the pursuit of 
agriculture and fishing. 


ScoTTisH UNEMPLOYMENT STATISTICS 


The number of unemployed in Scotland on Novem- 
ber 14 last was 253,892, an increase of almost 9,000 
compared with October, and an increase of almost 
20,000 compared with November, 1937. The following 
table shows the incidence in Scotland of unemploy- 
ment in the heavy industries :— 


Nov. Oct. Nov. 
1937. 1938. 1938. 
Coal-mining .. a on 13,745 15,348 14,552 
Shipbuilding, etc. .. ais 10,722 11,623 11,683 
General engineering . . 585 8,930 9,143 


555 
Iron and steel ea ~~ 2,868 5,816 6,293 
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The British Banking Year 


N the sphere of banking, as in so many other fields of 
i activity, to review the % year’ s experience for 1938 is a 

far less cheerful task than that of a year ago. In 1937, 
the rapid expansion in industrial production to the peak 
levels reached in the third quarter of the year found its 
reflection in a sharply rising trend of bank advances, 
which was thus the outstanding feature of the banking 
year. The first half of 1938, on the contrary, saw a sharp 
recession from the boom levels of activity, and, although 
the decline seems to have reached its lowest point in 
May, trade throughout the remainder of the year 
remained at the lower level. The influence of trade 
recession thus goes a long way towards explaining the 
movements in the banks’ figures over the year. Indeed, 
the picture of the year is almost completed by allowance 
for only one other factor, namely, the effect on the bank- 
ing position of the extremely heavy withdrawals of 
foreign balances from London, chiefly on account of the 
political crisis and uncertainty. 

In addition to such external influences, however, the 
credit policy of the central institution also determines 
the position of the banks, and before passing on to con- 
sider the actual movements in the clearing bank figures, 
it is thus necessary to examine the changes over the year 
in the Bank of England’s position. As will be seen from 
the following table, the movements in the Bank Return 
from November to November were extremely slight : 


BANK OF ENGLAND POSITION 
(Average of Weekly Returns) 


Change 
Nov. 1938 Nov. 1937. on year 
fmn. £{mn. {mn. 
Gold .. 326.4 326.4 — 
Note Circulation 480. 4 483.2 —2.8 
Deposits: 
Public ae 23.9 32.4 —8.5 
3ankers’ ... 99.6 87.7 +I11.9 
Other sik 35.8 36.3 —.5 





Total aa 159.4 156.3 +3.1 
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Bi 
Change 
Nov. 1938 Nov. 1937 om year 
mn. fmn. fmn. 
Secunties: 
Government . 96.2 90.0 + 6.2 
Discounts .. 12.7 8.5 + 4.2 
Other — 20.9 20.9 — 
Total pi 129.9 I1Q.4 +10.5 
Reserve .. 47.3 54.7 ~6.4 


There was no change at all during the year in the 
Bank’s holding of gold coin and bullion, which remains 
at £326.4 millions. The note circulation showed a slight 
decline on balance of £2.8 millions, while the basis. of 
credit (total deposits) was £3.1 millions higher at £159.4 
millions. The increase of £10.5 millions in securities 
and decline of £6.4 millions in the reserve were due 
mainly to the purely technical fact that in 1937 a tem- 
porary increase of £20 millions in the fiduciary issue was 
carried out in November, whereas the 1938 increase of 
£30 millions was deferred until December. 

This absence of change, however, is the net result of 
several important movements. Until April, for example, 
the note circulation was running some £30 millions above 
the level twelve months earlier, and it was the large- 
scale dishoarding of notes connected with the French 
repatriations of May, which brought the circulation down 
with a run to equality with the previous year’s level, or 
slightly below it. The September crisis brought a sud- 
den demand for notes, but the notes withdrawn at that 
time returned to the Bank a few weeks later. 

The lack of any change in the credit base, moreover, 
masks a distinct change in the credit position in the 
second half of the year. Save for a temporary reduc- 
tion due to the immobilization of credit connected with 
the French repatriations of May, bankers’ deposits in the 
first eight months of the year never fell below £100 
millions and in more than half the Returns exceeded 
£110 millions. In the following months, however, 
the heavy withdrawals of foreign funds due _ to 
political fears, and consequent losses of gold, resulted 
in a substantial proportion of the available credit supply 
being locked up on public deposits. In the absence of 
any expansion in total deposits, such as might have been 
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effected by purchases of securities by the Banking 
Department, bankers’ deposits thus tended to run at 
comparatively low levels, frequently falling to the neigh- 
bourhood of £90 millions. The result was a slight but 
perceptible reduction in the liquidity of the commercial 
banks. From £2,299.4 millions in July, clearing bank 
deposits fell to £2,248.6 millions in November, a decline 
of £50.8 millions. For the most part, undoubtedly, this 
contraction was occasioned by the loss of foreign 
deposits. Over the same period, however, the banks’ 
cash holdings were reduced by £14.0 millions, so that 
the aggregate cash ratio, despite the decline in deposits, 
fell from 10.73 per cent. to 10.34 per cent. To a large 
extent this was a seasonal movement; but it is possible 
that the depletion of cash, at a time when the attractions 
of liquidity were enhanced by political uncertainty and 
the experience of the crisis, may have induced the banks 
to follow a somewhat more restrictive policy than they 
might otherwise have done. 

Turning now to the figures of the clearing banks 
themselves, the influence of trade recession is, of course, 
to be seen most clearly in the advances item. As is 
usually the case, the decline in business activity was 
reflected in bank advances only after a considerable lag. 
With little interruption the rise in advances continued 
until March, when a peak figure was touched of £995.2 
millions. Thereafter there was a decline of £33.5 
millions to £961.7 millions in November, which figure 
showed a fall on the year of £24.5 millions. The table 
overleaf, derived from the Bank of England statistical 
summary of the distribution of advances by industries, 
shows a decline, however, of only £6.7 millions, owing 
to the different method of compilation. 

Movements in the individual items are much as might 
ne expected. The largest decline is that of £9.2 millions 
in the “financial” group, though it is of interest that 
“other advances,’ after a jump of £41.9 millions in 1937, 
have fallen back only £2.7 millions. Textiles and the 
heavy industries naturally show appreciable declines. 
Advances to the shipping and transport industries in- 
creased by £6.4 millions, and smaller increases are 
shown by loans to the food trades and to local 
authorities. 
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Change 
1936! 1937? 1938? 1937 to 1938 

{mn. {mn. {mn. {mn. 

lextiles j Bi 39.9 43.8 38.1 5-7 

Heavy industries Nis 40.7 49.9 45.8 4.1 

Agriculture, fishing . . 53:7 60.1 62.4 +2.3 

Mining, quarrying -_ 18.1 15.1 15.2 me 

Food, drink, tobacco . 29.4 32.5 36.1 +3.6 

Leather, rubber, 

chemicals 12.6 15-3 14.0 —1.3 

Shipping and transport 23.2 20.1 26.5 +6.4 

Building trades -% 61.5 68.2 68.1 z 

Miscellaneous trades. . 67.4 74.7 69.1 5.6 

Retail trade .. “ 60.1 64.0 66.4 +2.4 
Local government 

authorities, public 

utilities ia 7 50.4 54.2 9.2 +5.0 

Amusements, etc. .. 40.5 44.5 16.6 +2.1 

Financial “ie Boe 109.5 118.2 109.0 —Q.2 

Other advances .. 258.5 300.4 297-7 2:7 

Total 7 Ss 869.5 Q61.0 954-3 3 —6.7 

1 Nearest available date to October 31, 1936. * Various dates 


between August 4 and October 26, 1937, and between August 3 and 
October 31, 1938. 

Although by November advances were substantially 
Jower than in the corresponding month of 1937, they 
started off the year as much as £85.5 millions higher, so 
that the average for the eleven months, as shown by the 
following table, was £25.6 millions above that of the 
preceding vear: | 
7 CLEARING BANK AVERAGES 





(£ millions) Average 

II months 
November Differ- 
1938 1937 Difference 1938 1937 ence 
Deposits . . .. 2248.6 2310.8 62.2 2279.4 2282.9 3.5 
Advances . . .. 961.7 986.2 24.5 970.9 951.3 +256 
Investments .. 642.2 633.7 + 8.5 637.1 652.3 15.0 
Bills discounted .. 272.4 297.5 25.1 282.8 279.8 3.0 
Call Money -. 149.0 160.5 11.5 150.5 167.5 er ty) 
Cash i 232.6 234.9 2.3 240.7 233.9 + 68 


The duties 3 in advances has been only sasiaiie off- 
set by an increase in investments, which from March to 
November rose only £8.2 millions to £642.2 millions, 
having meanwhile been allowed to fall to a low point 
for the year of £629.6 millions. It would, however, be 
too much to expect the banks to rush into the gilt-edged 
market at a time of acute political uncertainty, and par- 
ticularly at a time when their cash ratio was looking 
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none too comfortable. On the eleven months, invest- 
ments have thus been running £15.0 millions lower than 
In 1937. 

Since in most cases the loss of gold occasioned by the 
withdrawal of a foreign deposit ultimately results in a 
repayment of tender Treasury bills, the chief counterpart 
of the sharp fall of £49.5 millions in bank deposits after 

August is to be found in the banks’ money-market assets. 
Bills discounted were reduced £32.3 millions and call 
money £9.9 millions, the contraction in cash accounting 
for the balance. 

As to profits, none of the English banks, of course, 
has yet published its figures. Several of the Scottish 
banks, however, have shown very satisfactory results. 
Those of the Royal Bank were commented upon last 
month, and the excellent figures of the National Bank of 
Scotland also deserve special mention. Thanks, no 
doubt, to the issue of capital which raised its paid-up 
capital and reserves by £500,000, this bank was able to 
show an increase of £16,627 in profits to £292,639 despite 
the higher level of taxation. This result was achieved, 
moreover, despite the fact that the increase of £1,280,000 
in deposits to £38,282,000 was retained in highly liquid 
form, loans and advances combined showing a decline 
of £365,000. It is possible, however, that the favourable 
Scottish results have been due partly to the preponder- 
ance of heavy industry in Scotland, which has enabled 
rearmament expenditure to exert a greater stabilizing 
influence on business activity than in the southern half 
of the kingdom. None the less, there is nothing in the 
London banks’ figures to suggest that actual earnings 
were any lower last year. The averages for the eleven 
months, which are the only figures of any use as a guide 
to profits, show advances £25.6 millions higher, and bills 
up a little, while investments were £15.0 millions down 
and call money £17.0 millions lower. 

In the special circumstances of last year, however, 
disclosed profits will be determined very largely by the 
policy followed with regard to provisions for con- 
tingencies and reserve allocations, which may well “ 
rather larger than in 1937. Nevertheless, the trend of 
bank share prices suggests that this is most unlikely to 
cause any reduction in dividends from the levels paid 
since 1932. 
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The Empire Banking Year 
Contrasting Policies in Australasia 
By H. R. Randerson 


| os monetary events of the past year in Australia 

and New Zealand provide an interesting study in 

contrasts. In each Dominion, prosperity is largely 
dependent upon the state of export trade. The dominant 
influence during the year has thus been the pronounced 
fall in export prices, and in this respect the experience of 
the two countries has, of course, been closely similar. 
What has differed very widely is the reaction to the 
year’s developments in the realm of monetary policy. 

Any sound monetary policy for these two countries 
must take account of the need to meet large external 
interest commitments and to maintain their exporting 
ability unimpaired. One obvious policy would be to 
regulate credit according to fluctuations in export 
income—to contract spending power when export 
income was falling and liberate spending power when 
export receipts were rising. This policy is part of the 
familiar exchange standard technique. An alternative 
policy is based on a realistic appreciation of the diffi- 
culties of cost deflation and the fact that under the policy 
already mentioned imports are in fact reduced, unless 
wages and other costs are very flexible, by people be- 
coming unemployed and buying fewer imports. The 
latter policy therefore aims at supporting spending power 
during periods of low export income, but the corollary 
is that spending power must be kept down when export 
income is increasing. Under the first policy capital 
movements would be allowed to have their “ natural” 
effect on credit, under the latter they would be prevented 
from causing either monetary expansion or contraction. 

Few would now quarrel with Australia and New 
Zealand for rejecting the former policy. Australia, 
with some good fortune, has so far been able to 
carry out the latter policv. New Zealand has 
followed a_ different course. It seems that New 
Zealand has been attempting to combine the more 
enjoyable aspects of both policies—by attempting 
to raise still further the crests of the “trade cycle” 
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while still being determined to fill in the troughs. The 
following comments of the Board of the Reserve Bank 
of New Zealand, made in their Annual Report for the 
year ended March 31, 1938, have an almost prophetic 
ring. The Board. said that “unless overseas funds are 
allowed to accumulate when the proceeds of exports— 
and consequently, the national income—are at a high 
level, it will be difficult to maintain purchasing power— 
involving a strain on the overseas position—if and when 
the Dominion’s overseas trade position materially de- 
teriorates.” Under the amending Reserve Bank Act of 
1930, the Board were virtually placed in the position of 
Civil Servants administering a Government department 
—and it is not given to Civil Servants to determine 
policy; but the Board have the satisfaction, for what it 
is worth, of being among the many to indicate the 
dangers inherent in the New Zealand Government’s 
policy, which has recently led to the adoption of ex- 
change restrictions. 

Australian exports reached a post-depression peak of 
£A 158.9 millions in 1936-37, which, together with a 
capital influx and after providing for imports and ex- 
ternal commitments, enabled a balance of £A 31 millions 
to be added to London funds, bringing them to the high 
level of £A 89.9 millions in June, 1937. In the following 
September, export prices began to fall, the index declin- 
ing from 96.8 in August, 1937, to 71.0 in June, 1938; it 
is now slightly lower. Wool prices fell most and 
although this resulted in a decline of £A‘15 millions in 
wool exports, wheat exports increased by about 
£A 24 millions and other exports by about £A 9 millions. 
Thus Australian exports in 1937-38 were only 
£A 4.9 millions below the previous year’s high level. 
The trade balance, however, was greatly reduced by an 
increase of £A 26 millions in imports. After meeting 
external commitments and allowing for the addition of 
that part of the May loan of £7 millions sterling (used 
mainly for increasing the Commonwealth Bank’s 
“ London funds ’’) which was subscribed before June 30, 
1938, the “ London funds” of the Australian banking 
system were probably reduced by about £A 12 millions 
r 1937-38, leaving them at about £A 78 millions last 
une. 
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Internal conditions during 1937-38 were highly pros- 
perous despite a rather severe drought which has re- 
duced the volume of exports for the current season. 
Trading bank advances, as will be seen from the table 
below, increased by £A 24.4 millions over the year in 
response to demands arising from the oversea trade 
position, from the drought, and from the expansion of 
industries. Despite the increase in advances, deposits 
increased by only £A 7.3 millions, but as cash reserves 
in Australia declined by £A 4.9 millions, the ratio 
of cash to deposits deteriorated from 12.23 per cent. to 
10.50 per cent. over the year; the ratio of advances to 
deposits rose from 86.43 per cent. to 88.98 per cent. 


AUSTRALIAN BANKING AGGREGATES 
(Quarterly average—nine trading banks) 
(£A millions) 
June Or. Sept. Or. June Or. Sept. Or. 


1937 1937 1938 1938 
Deposits— 
Interest-bearing inet 192.8 192.3 198.9 197.2 
Current ii ad 119.2 114.8 120.4 LES. 
Total .. we ii 312.0 307.1 319.3 310.9 
Advances. . as a 259.7 264.1 284.1 287.1 
Government securities .. 10.6 19.7 22.1 20.1 
Treasury Bills .. od 25.1 22.5 19.4 17.0 
Cash 6 bia is 38.4 36.9 33-5 39:5 
% % % CC 
Ratios 
Cash to total deposits 12.29 12.01 10.50 10.51 
Advances to total de- 
posits = 7 83.25 86.02 88.98 92.34 


Exports promise to be considerably lower in the 
current year (perhaps by as much as £A 20 millions) 
owing to reduced quantities and lower export prices, but 
a recovery in wool prices may come to the rescue. 
Imports, on the other hand, are already running well 
below the previous year’s high level, although unpre- 
dictable rearmament imports may replace other imports. 
That the Australian banks are alive to the situation is 
shown by the fact that in the quarter ended September 
30, 1938, their advances increased less than seasonally; 
by £A 3 millions as compared with £A 4.4 millions and 
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£A 4.2 millions in the September quarters of 1937 and 
1936, respectively. There was also a significant im- 
provement in their cash position in the September 
quarter this year, the ratio of cash to deposits rising 
slightly to 10.51 per cent., although no improvement in 
this ratio had occurred in a September quarter for many 
years previously. 

Australia has set herself the task of spending more 
than £A 3 per head on rearmament in each of the next 
three years. To aid the financing of this large programme 
the Commonwealth Bank might reasonably follow a 
liberal policy, but it is by no means certain that this 
will be done. If it is, there need still be no concern 
as to the London funds position. Even without allowing 
for the projected sterling rearmament loan, Australia 
will be able to meet all external commitments in the 
current year and still have a balance of “London funds” 
equivalent to about two years’ debt service in June, (1939. 
Such a draft upon the sterling assets accumulated during 
the boom is, of course, in accordance with the policy of 
smoothing out the ups and downs of the trade cycle. 

In New Zealand, as in Australia, 1936-37 was a peak 
year for exports, which realized £NZ 64.6 millions, 
equivalent to about £NZ 43 per head, as compared with 
about £A 23 per head in the same year for Australia— 
probably the highest per capita export income for any 
country in the world. In 1937-38 wool exports fell by 
£NZ 6.4 millions, but imevegues in the more important 
item, dairy produce, and in meat, enabled exports to 
reach a level only £NZ 2.7 millions below that of the 
previous excellent year. Imports, however, rose by 
£NZ 7.5 millions, reducing the trade balance to 
£NZ 4.4 millions, which was about a third of her re- 
quirements for meeting interest and “invisible” items. 
In the year 1937-38 New Zealand’s export income was 
44 per cent. above the level for 1934-35*; in the same 
period Australia’s — income increased by only 
39 per cent. But New Zealand’s imports rose over the 
same period by 67 per cent. and Australia’s by only 
54 per cent. 

High imports, coupled with the repay ment of sterling 








” ‘The adjust ment of the exchange rate in 1934 vitiates compari- 
sons with earlier years. 
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loans aggregating £NZ4.2 millions, and a flight of 
capital (due to distrust of the Government’s policy and 
the difficulties which it placed in the way of private in- 
vestment) caused heavy inroads upon New Zealand’s 
external reserves. In June, 1938, “net oversea assets,” 
at £NZ 26.1 millions, showed a fall of 43 per cent. since 
June, 1935. In the months following June, 1938, these 
assets dropped alarmingly. The decline in the case of 
the sendin banks is shown in the following table :— 
New ZEALAND BANKING AGGREGATES 
(Six trading banks)* 
(£NZ millions) 
1937 1938 
June Sept. June Sept. 








Deposits : — 

Demand a5 0 7 36.1 32.9 35.1 32.9 

Time .. aie as i 32.¢ 33.1 31.1 30.5 
Total it <a - ~ 69.0 66.0 66.2 63.4 
Advances and discounts tid 47-7 50.7 54.9 56.3 
Government securities . . 7.8 7.9 7.0 8.5 
Net oversea assets in respect of 

N.Z. business . . ~ ve 15.4 10.9 9.5 5.6 
Cash un ed ee a 14.5 13.3 12.0 9.6 

% % % % 

Ratios : — 

Cash to total deposits .. 22.01 20.15 18.13 15.08 

Advances to total deposits .. 69.13 76.88 82.93 88.73 


* Position at last Monday in month. 


Two events marked their downward progress. On 
October 21 the trading banks revised their selling rates 
for exchange. Although the Reserve Bank controls the 
proceeds of primary produce, the trading banks had 
been able to meet demands upon them for foreign ex- 
change by using up their reserves, but they could not 
buy foreign exchange from the Reserve Bank and re-sell 
it without making a loss of } per cent. The adjustment 
of rates corrected this anomaly. Then towards the end 
of November the Reserve Bank raised its discount rate 
from 2 per cent. to 4 per cent. This was not part of a 
policy to correct the overseas position by means of de- 
flation, for the increase in the discount rate had no 
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significant influence on credit policy; but it is fairly clear 
that raising the rate was meant to be a warning signal. 
The overseas assets of the banks continued rapidly to 
decline and it is probable that by December 7, when 
exchange control was introduced, the cupboard was very 
nearly bare*. Objectionable though exchange restric- 
tions are in principle it is difficult to see how, as matters 
stood, default on the debt service could have been long 
postponed by any other method. The measures taken 
—the requirement that the proceeds of all exports shall 
be paid into the trading banks, which are required to 
hold them at the disposal of the Reserve Bank, and the 
restriction of imports under a system of licences, as well 
as the limitation of other external payments—should 
check imports and terminate the flight of capital, thus 
protecting the Dominion’s sterling funds, at least in the 
short run. It might have been expected that these 
measures would be only temporary expedients. The 
Prime Minister, Mr. Savage, has stated, however, that 
the action taken is for the purpose of developing New 
Zealand, and is a “ practical expression of our insulation 
plan.” 

The difficulties in the way of “insulating” New 
Zealand against falling export prices are evident from 
the fact that half of her national income is derived 
directly from exports and another large proportion in- 
directiy. By way of comparison it may be noted that 
Australia derives only one-quarter of her national 
income directly from exports. As there is to be no 
relaxation of the Government’s policy of public works, 
high wage rates and social services, and the development 
of secondary industries, the export industries must con- 
tinue to be embarrassed by rising costs. The increase 
in armaments expenditure from its present level of 
£NZ1 per head per annum will accentuate this ten- 
dency. Thus, the incomes created by the Government’s 
public works and other spending policies are seen to 
be mainly a deduction from the incomes of the export 
industries. Unfortunately, the Government appears to 
believe that such expansionary measures enable the 








* On November 28, the Reserve Bank’s overseas assets were only 
{NZ 4.8 millions, though this includes {NZ 2.8 millions of gold 
believed to be valued below the market price. 
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standard of living to be maintained even when the 
demand for exports is falling. It may, therefore, be 
tempted to create credit through the Reserve Bank in 
order to pay “ guaranteed prices” to the export indus- 
tries continually in excess of world prices, so as to recoup 
them for their high costs. This in turn must impose a 
heavy charge on the Dominion’s finances, and so set up 
a tendency towards monetary inflation. Already the 
note circulation in the hands of the public has increased 
year by year from an average of £NZ6.3 millions in 
1934 to an average of nearly £NZ 10 millions for 1938. 
In October of this year, although the portion of the 
Reserve Bank’s “ Advances to the State” associated 
with the primary produce marketing scheme was at a 
seasonal level of £NZ 3.86 millions, another item, with 
the vague title “Other Advances,’ was as high as 
£NZ 6.45 millions, compared with only £NZ 600,000 last 
June. In many ways it is regrettable that New Zealand 
should have been driven, alone among British countries, 
to resort to exchange restrictions in order to bolster up 
her currency. If export prices should remain unsatis- 
factory it is to be hoped that the Government will not 
press on so stubbornly with its spending policy as to 
permit the incipient monetary expansion to get out of 
hand, and so incur the danger either of a default on the 
external debt service, or of a depreciation in the New 
Zealand pound. 


South African Banking in 1938 
By H. D. Roberts 


OMPARED with the experience of other primary 
( producers during the past year, that of South 
Africa has been a happy one. She has not been 
immune from the effects of the world-wide fall in com- 
modity prices, but their influence has been mitigated by 
the continued prosperity of the gold mines. This is well 
brought out by the following analysis of trade figures for 
the past three years: 
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Visible Balance of Trade 
Twelve months to September 30—000’s omitted 














1936. 1937. 1938. 
£ £ £ 
Commodities other than gold (in- 
cluding re-exports) ae ze, 31,656 41,274 33,812 
Gold .. Sts 5 re oi 84,603 79,762 73,407 
Total exports . . - vi .. 116,259 121,036 107,219 
Total imports . . a 7 ae 83,585 99,279 98,280 
Net favourable balance ea .. £32,674 £21,757 £8,939 





Most of the decline in commodities other than gold i is 
attributable to diamonds, wool, maize, and hides and 
skins. The explanation of the reduction in exports of 
gold lies in the recent arrangements of the South African 
Reserve Bank to “earmark” gold in the Union. A 
temporary consequence of the new procedure is that the 
monthly trade statistics have been rendered somewhat 
misleading as a guide to the real external position of 
the Union, having hitherto included only gold 
actually exported. During the four months to the end 
of September, for example, the estimated value of newly- 
mined gold at market prices was about £29,000,000, 
whereas the customs figures show exports of less than 
£14,000,000. To overcome this defect in the Union’s 
statistical service, the South African Reserve Bank has 
recently announced that it will inform the Department 
of Customs and Excise each month of the balance of fine 
gold earmarked for the account of other banks and 
firms. It is interesting to notice the growing importance 
to South Africa of her annual trade agreements with 
Germany. The first agreement, which operated during 
1935, was for £2,900,000. The last two have exceeded 
£5,000,000 and £6,000,000, respectively—roughly 20% 
of last year’s total commodity exports. 

The South African import figures for the two later 
periods given above reveal little ‘change, but in the first 
nine months of 1938 imports fell short of those for the 
same period of 1937 by some £5,000,000, the tendency 
to decline being especially pronounced in the second and 
third quarters of 1938. It may thus be inferred that the 
volume of purchasing power accumulated during the 
exceptional prosperity of 1936 is diminishing. Statistics 
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of wholesale and retail prices, of industrial employment, 
of bank debits to individual accounts, all confirm this 
conclusion, but it must be emphasized that the business 
recession has, as yet, been surprisingly moderate. 
Nevertheless, the Minister of Finance, in his latest 
budget, has anticipated a leaner year. With some of 
the more important gold producers passing their peak, 
and many of the new mines still to reach the production 
stage, mining taxation was expected to yield about 
£600,000 less than in the previous year. A lower yield 
from other forms of business was also envisaged. Mr. 
Havenga, therefore, estimated his revenue, on the old 
tax basis, at about £41,794,000, and expenditure at 
approximately £42,846,000, leaving an estimated deficit 
of £1,052,000. He provided for almost the whole of the 
shortage by a modest increase of taxation, and by 
utilizing £400,000 from the previous year’s surplus of 
£4,352,000. At the same time, he uttered a warning 
about the rapid growth in the Union budget—which, in 
1934, was only £30,000,000—and the consequent need 
for economy. Contrary to experience in recent years, 
revenue has been consistently less than expenditure 
since March 31 last, and at the end of September the 
accumulated deficit on revenue account was £3,000,000, 
against a shortage of only a few thousands at the same 
date in 1937. 
Commercial banking experience, during the past 
two years, is summarized in the following table :— 
South African Commercial Banks 
Combined figures—ooo’s omitted 
3alances with 
Deposits South African Securities Advances 
Reserve Bank 


1933 £ £ £ £ 
Sept. 30... 76,725 23,471 5395 37387 
1930 
Dec. 31 2 94,542 22,399 13,591 52,833 
1937 
Mar. 31 93,053 22,878 10,611 54,099 
June 30 91,590 17,617 12,612 55,453 
Sept. 30 91,433 17,460 10,625 58,762 
Dec. 31 93,491 16,849 12,685 58,756 
1938 
Mar. 31 QI,417 17,510 10,329 57,168 
June 30 93,983 17,242 14,273 56,424 
Sept. 30 o 94,374 23,200 T3,909 54.313 
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It appears from this table that, although the 
level of balances with the central bank was 
lower in the period from March, 1937, to June, 1938, 
deposits remained comparatively steady, while advances 
continued to rise until the end of 1937. During 1938, 
however, the advance figures have shown a gradual 
decline. Throughout 1937 there was a moderate but 
steady transfer of deposits from the demand to the time 
category, but in early 1938 this movement ceased, and 
during the last few months a slight reversal has been 
apparent. At all times the commercial bank reserves 
have been comfortably above their statutory minimum. 

The corresponding experience of the South African 
Reserve Bank is shown below (000’s omitted) :— 


Gold coin Other Foreign bills 
and bullion* assets discounted 
1933 £ £ 
Sept. 29 «2. 65 14,830 3,704 18,935 
1936 
Dec. 31 oi a 24,635 II,g16 10,794 
1937 
Mar. 25 ee oe 28,783 15,216 5,455 
June 25... os 24,409 11,599 6,285 
Sept. 24 .. 7 22,938 10,552 6,385 
Dec. 31 sel is 22,937 10,964 6,875 
1938 
Mar. 25 i a 22,981 10,738 6,440 
June 24_—« oe 22,724 II, IOI 8,253 
Sept. jo... aa 26,709 14,105 6,977 


* At standard value. 


“Other assets,” of course, consist principally of the 
premium on the gold holding shown in the second 
column. The fall in commercial bank balances with 
the South African Reserve Bank in 1937 is reflected in 
the central bank returns by a smaller holding of gold, 
rather than of foreign bills discounted—which are 
mainly United Kingdom Treasury Bills. Taking the 
Reserve Bank figures week by week, however, the 
quantity of foreign bills discounted shows wider varia- 
tions than are revealed above, the total at the end of last 
January, for example, being approximately £3,000,000. 
The Bank’s ratio of cash to liabilities to the public has 
been maintained at over 50%, taking the gold holding at 
its standard valuation. 
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An interesting development which occurred only last 
month was the announcement that the commercial 
banks are now prepared, upon certain conditions, to 
conduct in South Africa current accounts in local cur- 
rency for foreign banks. 

To sum up, the extraordinary rate of commercial 
expansion of the Union since 1932 has, for the time 
being, suffered a mild reverse. While the immediate 
prospects of the farmers are dependent upon the trend 
of commodity prices, the rest of the community has no 
reason to be dissatisfied with the outlook. The country 
is conscious of the degree of its dependence upon gold 
for a livelihood, and continuous efforts are made to 
diversify agriculture and to foster secondary industries. 
In carrying out this policy, the country has the advan- 
tage of a sound and liquid banking system, possessed of 
ample resources with which to meet any financial needs 


that may arise. 





The Canadian Banking Appeal 
By Ernest B. Roberts, Toronto 
"To definitive judgment of the Judicial Committee 


of the Privy Council has an interest extending 

far beyond Canadian banking. The judgment 
was delivered by the Lord Chancellor on November 4, 
rejecting the appeal of the Alberta Provincial Govern- 
ment on its proposal in a selective and exclusive way to 
tax chartered banks within the province. It has three 
important aspects. The first is its legal face value as it 
touches local banking. The oral decision of July is now 
amplified by the statement that the original legislation 
was ultra vires, because “there is no escape from the 
conclusion (to quote Lord Maughan’s term) that the Bill 
is merely part of a legislative plan to prevent the opera- 
tion within the province of those banking institutions 
which have been called into existence and given the 
necessary power to conduct their business by the only 
proper authority—the Parliament of Canada.” 
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The Alberta Bill, as explained in THE BANKER in 
April last, was in reality a bold bid to get control of the 
“thews of war” for the purposes of the Social Credit 
scheme. The preamble to “‘ The Credit of Alberta 
Regulation Act ”’ of August, 1937, declared :-— 

“Bank deposits and bank loans in Alberta are 
made possible mainly or wholly as a result of the 
monetization of the credit of the people of Alberta, 
which credit is the basis of the credit of the Province : 

‘The extent to which property and civil rights in 
the Province may be enjoyed depends upon the 
principles governing the monetization of credit and 
the means whereby such credit is made available to 
the Province and to the people collectively and 
individually of the Province ; 

‘‘ It is expedient that the business of banking shall 
be controlled with the object of attaining for the 
people of Alberta the full enjoyment of property and 
civil rights in the Province.” 


The Act singled out banks for an annual levy of one-half 
per cent. on paid-up capital and I per cent. on reserve and 
undistributed profits. This was to apply to a bank’s 
entire capital, whether invested in the province or else- 
where in the Dominion. Bank officials were to be subject 
to licence regulation and fees. 

The Supreme Court of Canada declared that the 
magnitude of the proposed tax, if applied in other pro- 
vinces also, would prevent banks carrying on business. 
It was against this judgment that the appeal to the Privy 
Council was lodged, under a clause of the British North 
America Act—a step that required the consent of the 
central Government at Ottawa. That is when the first 
smile spread over the faces of “ old school ”’ politicians in 
the Dominion. That Act, the “ B.N.A.” as it has been 
called for seventy years, is often termed “ the Canadian 
Constitution.”’ It was the blanket Act of 1867 for the 
Confederation of the provinces into the first self-governing 
Dominion within the Empire. 


In a memorandum prepared by the Dominion Minister 
of Justice, the Hon. Ernest Lapointe, when disallowance 
of the Alberta law was under consideration by the central 
Parliament, it was stated :—‘‘ Under the constitution of 
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Canada the Provincial Legislatures are empowered to 
legislate . . . only to the extent that the subject matter . . . 
has not been assigned to the Parliament of Canada. 
(The list includes banking in its broadest acceptation.) 
To Parliament the British North America Act thus 
confided powers . . . and the powers thus assigned are 
exclusive and paramount, and the Provincial Legislatures 
are wholly without power to interfere with the exercise 
of such powers.” 

Thus bankers in Alberta in their daily calling became 
the unwitting instruments in a test of authority under 
the dual system of Canadian autonomy, which involves 
nine Provincial Governments and one federal Government 
at Ottawa. For though Alberta did not become a 
province until 1905, provision for such an addition was 
made in 1867, when a “ vacant chair,” still untaken, was 
even left for Newfoundland. 

Since its passing, the B.N.A. has been subjected to 
about seventy modifications (not formal amendments) 
of its loosely-worded clauses by appeals and other inter- 
pretations by the Canadian courts and the Privy Council. 
It is now perhaps the most curious example known of 
‘“judge-made law.”’ It is an instance, too, of pretty lax 
thinking by an early group of very captious politicians 
from wood and farm and fishery, the Abrahams, Isaacs 
and Jacobs since glorified in schoolbooks as the “‘ Fathers 
of Confederation.”” In the past five years there has grown 
up a widespread and active agitation for a root-and- 
branch reform of this “ constitution.’”’ But it has been 
found to be woven into the fabric of Canada. __ Besides, 
it has been incorporated in the constitutions, or creative 
Acts, of the Commonwealth of Australia and of the Irish 
Free State (before the latter became Eire) as the declared 
model for their own national aims. One may therefore 
wonder how far any recasting of Canada’s old Act may 
affect legally other parts of the Empire. 

The decision has also a third aspect. The Liberal 
party now in power at Ottawa has been the chief advocate 
of the abolition of all appeals to the Privy Council as 
somewhat below the dignity of a full-grown, self-governing 
and blatantly self-important Dominion. Such appeal is 
not, in the apt phrase of the Rt. Hon. R. B. Bennett, 
“a right of Canada, but a privilege conferred by Great 
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Britain.” But the support of Alberta Social Credit 
and Liberal Parties is valuable to the present adminis- 
tration at Ottawa. Hence it was found more than 
expedient to grant the appellant province the permission 
to go to the Privy Council. There was even secret 
rejoicing that an outside body existed for whose decisions 
the Government of the day could not be blamed. The 
embarrassing fight for Dominion, as against provincial, 
rights was thus much more readily fought out in London 
than in Ottawa. 

By the same token the Privy Council's decision is 
somewhat of a judgment of Solomon. It has strengthened 
the ties of Empire by “ pulling the chestnuts out of the 
fire’’ for local disputants. It has delayed a disinteg- 
rating process by which. conceivably, Canada might be 
split racially and hampered economically through havi ns 
ten fully-fledged Parliaments for its eleven million people 


Indian Banking in 1938 
By H. C. G. Slater 
“[ evidence subdued trading conditions have been in 


evidence in India during the past year, consequent 
on the decline in commodity prices, there has been 
on the whole a fair demand for money. The total 
advances and p Teel of the scheduled banks have 
averaged just on 50 per cent. of their demand and time 
liabilities , and though monetary rates have been low the 
steadiness of the market in Government securities and 
the slight rise in the yield of the 3-months’ Treasury Bill 
have provided bankers with some compensating ad- 
vantages. While the Bank rate has remained at 3 per 
cent. ban kers’ call money has rarely been quoted at more 
than. 1 per cent. or the 3-months’ deposit rate at 
more than } per cent., the supply of funds being ample 
for all the requirements of trade and industry. 
The yield of the 3-months’ Treasury Bill averaged 
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about 13 per cent. per annum in 1938 as compared with 
an average yield of about ? per cent. in 1937. The total 
of the Central Government Treasury bill outstandings 
with the public rose from Rs. 23 crores in December, 1937, 
to about Rs. 26 crores in February, 1938, falling later to 
about Rs. 16 crores in August and rising again in the 
closing months of 1938 to over Rs. 30 crores. Several of 
the Provincial Governments also obtained Ways and 
Means finance during the year by the issue of 3 and 6 
months’ Treasury Bills at rates slightly less favourable 
than those at which the Central Gov ernment bills were 
allotted. In May, 1938, the Central Government was able 
to convert over Rs. 1g crores of near-maturing 5 per cent. 
and 54 per cent. loans by means of an issue of 3 per cent. 
Loan 1963-65 at 98 per cent., accepting at the same time 
cash subscriptions to an amount of Rs. 6 crores. Later 
two of the Provincial Governments also successfully 
floated 15-20 years’ loans on practically a 3 per cent. 
basis. 

Though the 1937-38 exporting season proved dis- 
appointing owing to the downward trend of the prices of 
India’s main exports, notably raw cotton, the favourable 
balance of trade in merchandise and treasure of India 
and Burma combined amounted to Ks. 57. crores in 
1937-38, as compared with about Rs. gi crores in 1936-37. 
This decline in itself was insufficient to cause any serious 
setback in the Rupee exchange rate. Nevertheless in 
April, 1938, acute weakness dev eloped i in the quotation for 
the Rupee, which, after being firm at 1s. 64d. for over 
two years, rapidly slumped to Is. 523d., partly as a result 
of bear attacks. By July, however, the rate had recovered 
to Is. 533d., at which level it has remained fairly steady 
since. As a result, however, of its inability to purchase 
sterling freely at its minimum buying rate the Reserve 
Bank’s purchases of sterling in 1937-38 amounted to 
about £25 million only, an amount some {£12 million below 
the Central Government’s Home requirements for that 
year. 

Since April, 1938, to date, the Reserve Bank’s sterling 
purchases have amounted to about £43 million. The 
Government’s requirements for 1938-39 are £36 million 
sterling and to meet this deficiency the Reserve Bank has 
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been compelled to dispose of part of its sterling resources, 
the sterling securities held in the Issue Department 
falling from Ks. 80 crores in April, 1938, to about Rs. 60 
crores at the present time. 

At the end of June one of the leading indigenous joint- 
stock banking concerns of Southern India, the Travancore 
National and “Quilon Bank Ltd., was compelled to suspend 
business and this collapse was followed by the report that 
numerous smaller banks were also in difficulties. After a 
period of uncertainty, during which the Madras Govern- 
ment and the Reserve Bank made efforts to prevent a 
spread of the trouble, liquidation proceedings commenced. 

Notwithstanding some industrial unrest, manufac- 
turing activity was well maintained in 1938, and it may 
be assumed that, with the intense competition for business 
which now exists and as a result of the active branch 
banking policy now being adopted by most of the leading 
indigenous banks, industrial financing will gradually 
become of more importance to the Indian banking 
structure. 

So far as agricultural finance is concerned, the Reserve 
Bank has not ‘vet succeeded in evolving a scheme which 
will bring the ‘indigenous banker into closer touch with 

the banking organization. Its various educative activities 

are, however, yielding good fruit and in February, 1938, it 
published a most encouraging report on the progress of the 
co-operative movement in Burma, which, from being in a 
moribund state for years, is now gradually being resusci- 
tated through the efforts ‘of the Registrar of Co-operative 
Societies, U. Tin. Gyi, O.B.E. 

In the gold and silver markets there was a continua- 
tion of the normal trend, a net export of gold and a net 
import of silver bullion. In November some excitement 
was caused by the discovery that the Reserve Bank was 
making purchases of gold in Bombay, but as these 
transactions have not been reflected in the Reserve Bank’s 
gold holdings it is assumed that the purchases have been 
ear-marked by the Bank on account of other interests. 
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Britain and Roumania 
By M. Mititza Constantinesco 


Governor of the National Bank of Roumania and Minister of 
National Economy 


long tradition of which Roumania, despite the re- 

lative youth of her economic effort, is justly proud. 
At first sight geography seems to be unfavourable to con- 
stant and close relations between the two nations. The 
Englishman has to travel across nearly all Europe to 
“discover”? Roumania, her people and her national 
wealth. Luckily, great distances do not scare the 
English; like no other nation they have learned to con- 
quer distance and even to make it serve the wider aims 
of British policy. 

The importance of Roumania as a market was appre- 
ciated by the pioneers of British trade whenever south- 
eastern Europe won freedom of trade. It may even be 
said that Britain sponsored Roumania’s entry into the 
international market by arranging to exchange her 
manufactured goods for the agricultural products of the 
lower Danube Valley. The beginning of economic rela- 
tions goes back to the first part of last century, and since 
then exchange of goods with Britain has been an 
important and steady part of Roumania’s economic 
activity. In proof I may cite these figures :— 


A, NGLO-ROUMANIAN relations are based on a 


BRITAIN’S SHARE IN ROUMANIA’S FOREIGN TRADE 
(in thousands of lei) 


Imports Exports 
Value %oftotal Value % of total 
1910 a es 56.8 13.86 33-5 5-43 
1QI4 - i> 55-8 11.06 35.8 7-93 
1920 ; T,394 19.97 222 6.45 
1925 3,352 10.54 2,369 8.13 
1929 2,159 7.29 1,866 6.45 
1Q3I T,305 8.30 2,240 10.10 
1935 nis a 1,064 9.80 1,615 g.60 
1936 -s -: 929 7°35 3,132 14.43 
1937 ‘a 3 1,907 9.40 2,783 8.82 
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If one examines in detail the relationship between 
ihe total of Roumania’s foreign trade and the trade 
between Roumania and Britain, one can easily see 
possibilities of further development. The fall in the 
percentages shows that Roumania could buy—and, 
equally, sell—on a much greater scale than she actually 
does. As a market for British goods, Roumania 
has maintained her importance in spite of all the 
effort she has made towards more intense industrializa- 
tion. The productive power of the country and 
the natural wealth awaiting exploration are still 
ereat and extremely important. In every section of 
economic life the need of raw materials and of produce 
is evident, and Roumania would be glad to supply 
Britain’s demands. The work of economic consolida- 
tion and rearmament undertaken under the wise guid- 
ance of H.M. Carol IT is on so great a scale that the 
manufacturers for export, the traders, and—last, but not 
least—the bankers of Britain, find in Roumania a vast 
field of fruitful activity. 

It is quite logical that Roumania, who has no other 
means of paying for what she buys than the goods which 
she exports, should be compelled to limit her purchases 
to the value of her exported goods. As a result, the 
extreme potential importance of Roumania as a market 
becomes a reality only in the case of a country which can 
find means of purchasing Roumanian products, and 
only to the extent to which such purchases are effectively 
made. 

The figures quoted before show that so far as Anglo- 
Roumanian trade is concerned, the balance is favourable 
to Roumania. On the other hand, it ought to be remem- 
bered that Roumania is financially indebted to Britain, 
an obligation which she regards as one of honour. Now, 
the Roumanian goods, which are the means by which 
she pays for her imports, are also the sole means of 
meeting debts. To obtain a favourable trade balance to 
meet her obligations, Roumania can do two things: 
restrict her purchases in the creditor countries or 
increase her exports to them. 

From the figures quoted, it will be seen that 
Roumanian exports to Britain have not increased to 
such an extent as to ensure the service of her debt, and 
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so imports have had to be restricted in order to get the 
sort of favourable balance that enables payment of debt. 

The problem of Anglo-Roumanian trade relations, 
therefore, is reduced to one of the capacity of the 
Empire market to take Roumanian produce. That pro- 
duction, agricultural or mineral, to-day, thanks to the 
constant care devoted to it by the new economic system 
in Roumania, worthily represents the country abroad. 

The list of goods could be increased, for, if I may 
repeat this, Roumania has still considerable natural 
wealth awaiting exploitation, and unable to be exploited 
because of lack of home capital. On the other hand, 
the size and nature of the Empire market makes 
possible, surely, the purchase of a greater quantity of 
Roumanian produce than actually is taken. If that 
were done Roumania could import more and so meet 
her obligations. 

I hope that trade and financial circles in Britain will 
show their confidence in the legitimate efforts made by 
Roumania to consolidate her international trade posi- 
tion, and to exploit fully her natural resources. 

The fine tradition of which I spoke at the beginning 
of this article must be maintained in that spirit of cordial 
co-operation which has characterized the relations of the 
two countries through a long and varied history. A 
strong Roumania lying at the cross-roads of Central 
Europe, from which paths lead everywhere—even to 
India—is a guarantee of that world peace which, in these 
latest days, Britain has done so much to defend and 
maintain. 
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The International Banking Year 


HE repercussions on the international banking 

system produced by disturbing political, economic 

and financial developments during 1938 were 
remarkably moderate. Notwithstanding the frequently 
recurring political crises, the persistent trade depression 
and the wide exchange fluctuations, there have been 
virtually no banking troubles of any importance during 
1938. This is because the banking systems of most 
countries underwent a thorough purge after 1931, and the 
survivors were both strong and cautious. The volume 
of weak positions created by the fall in securities and 
commodities was in no case sufficient to lead to bank 
suspensions. Nor did the political upheaval in Central 
Europe lead to actual bank crises, even though it led to 
some ‘painful changes. The process of banking consolida- 
tion through amalgamations or liquidations did not 
make any noteworthy progress during the year. 

An interesting feature of the year was the accentuation 
of the trend towards Government control over central 
banking in several countries. The old conception 
whereby the central bank is independent of the Govern- 
ment continues to lose ground. In several instances, 
notably in Hungary, Roumania, Bulgaria and Japan, 
Central Bank Governors were given Cabinet offices as 
Finance Ministers or Ministers of Commerce; in the case 
of Roumania, and, for a time, of Hungary, they retained 
their Governorship, so that in fact, if not in law, the 
Central Bank became a Government department. 

In Great Britain, monetary conditions have remained 
fundamentally unc hanged during the past year, interest 
rates remaining low. Foreign exchange business was at 
times brisk, but between spasms of feverish activity 
there were fairly long aaneseve periods. During the 
second half of the year the volume of foreign exchange 
dealings increased, while at various times pA 
the year there was ample activity in gold. A prominent 
feature of the year in Great Britain was the competition 
for foreign deposits during the first half of the year, as 
a result of which deposit rates were bid up to an 
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abnormally high level. Towards the end of the year 
British banks lost large amounts of deposits as a result 
of the withdrawal of foreign funds. Swap money was 
withdrawn by American banks owing to the widening 
of the discount on forward sterling, while French banks 
withdrew their swap money in December as a result of 
the contraction of the discount on forward francs. 
Another interesting development was the removal of the 
unofficial embargo on non-commercial forward gold 
operations and on lending on the security of gold. This 
latter was of importance, since it led to a fair amount of 
lending on gold by the clearing banks. 


Canadian banks benefited by the growing popularity 
of the Dominion as a haven for refugee funds. At the 
same time the trade depression led to a restriction of their 
activities, though not to the same extent as in the United 
States. In South Africa an important financial event 
was the arrangement made by the Reserve Bank to 
receive gold deposits on earmark on foreign account. 
By this measure the South African authorities hoped to 
encourage the influx of refugee funds to the Union. In 
New Zealand, the Reserve Bank made a display of 
orthodoxy by raising its bank rate in November as a 
result of the pressure on the pound, but subsequently the 
Government decided to defend the currency by the less 
orthodox device of exchange restrictions. 


An excessive degree of liquidity characterized the 
American banking situation during 1938. This was 
largely the result of the reflationary measures adopted 
by President Roosevelt in order to stimulate trade 
recovery. The Treasury de-sterilized gold, and reserve 
requirements were reduced, thereby raising the amount 
of excess reserves to a record level by October. During 
the second half of the year the influx of gold was almost 
continuous, and assumed considerable dimensions. The 
moderate trade revival during the autumn led to some 
increase of banking activity. The influx of hot money 
continued, and this factor, too, contributed to the increase 
in the liquidity of American banks. During the last 
five months of the year large amounts of refugee funds 
were transferred from London to New York. 


Banking conditions in France were under the influence 
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of the exchange position. During the first four months 
of the year, and again during “the autumn, banking 
resources were depleted as a result of the flig ht from the 
franc. On the other hand, during the months that 
followed the devaluation of the franc in May, and also 
during December, the repatriation of French capital 
brought about comparatively easy money conditions. 
Nevertheless, up to the time of writing, the interest rates 
charged on banking loans remain abnormally high. The 
French banking system stood the strain of the September 
crisis remarkably well. There were withdrawals of 
deposits, especially in the eastern districts, but the 
amount was not excessive, and after the crisis was over 
the funds soon found their way back to the banks. The 
technical position of the Bank of France, which suffered 
considerably during the crisis, recovered in October, 
and M. Reynaud’s measures, together with the repatria- 
tion of capital that followed them, improved the bank 
return to a considerable extent. 


The annexation of Austria and of the Sudeten German 
districts led to some far-reaching banking developments 
in Germany. The Reichsbank took over the offices of 
the Austrian National Bank, and is taking over those 
offices of the Czechoslovak National Bank which are 
situated on ceded territory. The leading German banks 
took over the Sudeten branches of the Czechoslovak 
banks. A number of private banking firms in Germany, 
and particularly in Austria, went into liquidation or were 
taken over by other banks. Among others, the Berlin 
banking house of Mendelssohn & Co. ceased to exist. The 
German banking system was placed under considerable 
strain by the anti-inflationary effort inaugurated during 
the second quarter of the year, when Government 
contractors were paid in delivery bills not eligible for 
rediscount. As a result, the banks had to finance these 
contractors, and this depleted their liquid resources to a 
considerable extent. 


The pace of the reduction in the standstill credits of 
German banks slowed down considerably during 1938, 
owing to standstill creditors finding it difficult to sell 
registered marks. Demand for tourist marks declined 
materially, and it would have been impossible for foreign 
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banking creditors to sell any large amounts without 
bringing about a heavy slump in the rate. Hopes 
regarding the commercializing of standstill credits failed 
to materialize, and, owing to the dissatisfaction prevailing 
in foreign banking circles on this and many other accounts, 
the standstill negotiations in November only resulted in 
a renewal of the agreement for three months, until the 
end of May, 1939. 

Internal trade activity in Italy was brisk, and the 
banks benefited by it. On the other hand, the exchange 
shortage continued, and the volume of credit facilities 
eranted to Italian banks was kept low. The activities 
of Italian bank affiliates in South-Eastern Europe were 
adversely affected by the progress of German economic 
penetration, as a result of which trade between Italy and 
the South-Eastern European countries contracted 
materially. 

Scandinavian banks benefited by the influx of refugee 
money, particularly to Stockholm, but also to Oslo. 
At the same time they appear to have developed a 
fairly extensive volume of speculative activity in foreign 
exchanges, mainly through the intermediary of the 
London market. The Dutch banking system continued 
to suffer from an embarras de richesse, and money remained 
abnormally easy, in spite of the withdrawals which took 
place from time to time as a result of Continental political 
developments. The situation was somewhat similar in 
Switzerland, although she was afiected by the political 
developments more closely than Holland. Swiss banks 
had a fairly large amount of credits from Austria at the 
time of the Anschluss, and had to agree to the immobiliza- 
tion of those credits through their inclusion in the German 
standstill agreement. The Belgian banking system was 
under the influence of the scares associated with Cabinet 
crises and fears of Cabinet crises. 

In Czechoslovakia the banks had to liquidate their 
branches on ceded territory, which were taken over by 
the — German, Polish and Hungarian banks. They 
lost large amounts of deposits during the advanced 
stages re gm crisis, but their position was very liquid and 
owing to the effective assistance given by the Czecho- 
slovak National Bank there were no difficulties. The 
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credits granted to Czech banks by foreign banks have 
been met without fail, in spite of the troubled conditions 
brought about, first by the general mobilization and then 
by the Munich agreement. The technical position of the 
National Bank i improved, thanks partly to the {10 million 
credit obtained in London. In Hungary, the Hungarian 
General Credit Bank absorbed the General Savings Bank 
and took that opportunity to repay some of its standstill 
credits. In Roumania, too, an amalgamation is being 
prepared; the Banque Anglo-Roumaine is about to 
absorb the Bank Chrissoveloni. in Turkey, the national 
banks established under the régime of Kemal Ataturk 
continued to develop and expand. Foreign banks opera- 
ting in Turkey are now finding their position less difficult. 
When they were first compelled to engage a large number 
of Turkish clerks they found them inexperienced and 
inefficient, but in the course of a few years they have 
developed a very high degree of efficiency. 

In Latin America the depression of the market for 
raw materials affected banking earnings, but otherwise 
conditions remained fairly satisfactory. In Brazil the 
Government foreshadowed measures for the nationaliza- 
tion of foreign banks, but up to the time of writing no 
such measures have actually been taken. 

In China the war disorganized banking activity only 
on the actual scene of the warfare. Business continued 
as usual in the unconquered territories, and in the 
conquered provinces the Japanese Government 
reorganized the banking system through the establishment 
of local Central Banks. Even though the Chinese 
authorities continue to allot exchange at the old rate, the 
allotments are small and the result has been a moderate 
depreciation of the Chinese currency on the black 
market. In Japan, banking resources increased as a 
result of war expenditure. On the other hand, the 
banks have subscribed on their own account very large 
amounts of the loans issued for the purpose of financing 
the war. The stability of the yen was maintained 
through exchange restrictions and through the export of 
gold to the U nited States. 
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French Currency and Banking 


in 1938 
By M. Mitzakis 


HE year 1938 was divided from a monetary point 

| of view into three distinct periods. The first lasted 
from January to May, during which the franc con- 
tinued to depreciate from 147.25 (compared with the 
minimum of 105.01 for 1937 and 74.43 for 1936) to nearly 
179 to the pound, the latter figure being the maximum 
fixed on May ist by the Daladier Government. The 
second period lasted until the decrees of November 13, 
and was characterized by the remarkable stability of the 
exchange. The sterling dollar rate fluctuated between 
177.89 and 178.96, a narrow range comparable with the 
margin between the gold points of a gold currency. The 
third period, which lasted from the publication of 
M. Reynaud’s decrees to the end of the year, was charac- 
terized during December by a firm undertone of the 
franc. The franc-dollar rate moved somewhat differ- 
ently, owing to the fact that the franc was practically 
pegged in relation to sterling until November and there- 
fore depreciated in relation to gold. Between May and 
August the franc-dollar rate remained steady between 
35.88 and 36.74, but it depreciated in September to 38.82 
and remained in the vicinity of 38 during the last 
quarter. Nevertheless, it is correct to say that for nearly 
eight months France was free from further depreciation 
of the currency. The following table shows the limits 
of the fluctuation of the franc during the past four years: 


STERLING AND DOLLAR RATES IN PARIS 


Sterling Dollar 
Highest Lowest Highest Lowest 
a5 Cis , 75.30 70.87 15.41 14.96 
1936 Sl. ad 105.82 74.43 21.64 14.94 
1937... 150-41 105.01 30.37 21.39 
1938 ... 178.96 147.25 38.82 29.40 


The year 1938 closed with a considerable relaxation 
of credit stringency, in addition to this improvement of 
the exchange situation. While the easier tendency in May, 
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after the last devaluation of the franc, was only ae it 
became more definite after the decrees of M. Reynaud. 
In every section of the money market there was a decline 
in interest rates, which was the most substantial for some 
years. The movement was, of course, somewhat artifi- 
cial, since it was the Treasury that brought about the 
decline by reducing materially the interest rates on Bons 
de la Défense Nationale and on Treasury bills. The 
money market, however, followed the Treasury’s lead 
even before the repatriations of capital assumed large 
dimensions. Since the decrees of November 13-15 were 
issued, the reflux of gold and foreign exchange has 
amounted to Frs. 6 milliard only, but it could be argued 
that, unlike the May repatriation of some Frs. 19 milliard, 
the present wave of repatriations was not provoked by 
any new devaluation and is therefore a better indication 
of a return of confidence. The general fall in interest 
rates is shown by the following table. The tendency is 
even more marked for forward rates, which contracted 
to 60 cents. for 3 months’ sterling on December 13, 
against Frs. 8 and more not so very long ago. The pre- 
mium on one-month sterling, which at one time was as 
high as Frs. 3, disappeared altogether. 


RATES OF TREASURY ISSUES 
Since Before After Before 
Dec. 12, Dec. 12, Sept. 30, Sept. 30, 


1938 1938 1938 1938 
% Jo % % 


Treasury Bills: 
I year i ms 2 
6 months .. ass 2 
From 75 to 105 
days . Ks 1} I 
Bons de la Dé fense : 
2 years and 18 
months . . e4 33 33 33 44 
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It was not until November, 1938, that the gold reserve 
of the Bank of France was revalued on the basis of Frs. 
170 per pound, a rate Frs. 9 below the maximum fixed 
for the depreciation of the franc on May Ist. Until then, 
the gold reserve had been valued, for book-keeping pur- 
poses, at the theoretical parity of Frs. 112 per pound, 
corresponding to the lower limit of the gold content of 
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the franc, 43 milligrammes of gold, fixed by the monetary 
law of October 1, 1936. As will be seen from the table on 
the next page, the ratio of gold reserve to sight liabili- 
ties, having declined from 50 per cent. to 453 per cent. 
at the time of the devaluation in May, rose to 47 per 
cent. on the eve of the international political crisis of 
September. That crisis, involving heavy mobilization 
expenses, led to a reduction of the ratio to 38.27 per cent. 
at the end of September, from which figure it improved 
to Al.Ir per cent. at the beginning of October. On 
November 17 the ratio suddenly rose to 60.18 per cent. 
after the revaluation of the gold reserve on the basis of 
27.5 milligrammes of gold of .goo fineness per franc. 

On the assets side, the gold reserve rose from Frs. 
55,808 million—which amount had remained unchanged 
during the previous ten months—to Frs. 87,264 million. 
This amount does not, of course, include the gold heid 
oy the Exchange Stabilization Fund, which, in mid- 
December, was estimated at about Frs. 15 milliard. 
Non-interest-bearing provisional advances to the 
Government, which had been rising incessantly since the 
end of 1937, advancing from Frs. 26 milliard to Frs. 4o 
milliard on the eve of the devaluation in May, and to 
Frs. 50 milliard at the end of September, were materially 
reduced in November. The revaluation profit on the 
gold reserve, amounting to Frs. 34,306 million, made it 
possible to annul Frs. 27,506 million of provisional ad- 
vances and to increase the loans granted to the 
Government from Frs. 3.2 milliard to Frs. to milliard. 

The amount of bills rediscounted reached its maxi- 
mum on September 29 at Frs. 20,960 million, after 
having declined to a minimum of Frs. 5,690 million on 
June 30. Allowing for the depreciation of the gold value 
of the franc, the average of rediscounts was below its 
pre-war level, its minimum being about Frs. 13 milliard 
in 1914. Among the liabilities, the note circulation 
reached a high record of Frs. 1244 milliard at the end of 
September, while its lowest point for the year was at the 
end of January at Frs. 92 milliard. Private current 
accounts, which included the franc assets of the 
Exchange Equalization Fund, fluctuated between Frs. 
16 milliards at the end of April and Frs. 264 milliards at 
the end of October. 
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RETURN OF THE BANK OF FRANCE 














| | | 
| December | April 28, | September | December 
| > | ) ° 
30, 1937 | 1938 =| 29, 1938 I, 1935 
} 
| ! 
7 | | l 
ASSETS (in millions of francs) | 
Gold reserve .. | 58,932,709 | 55,806,960 | 55,808,328 | 87,264,535 
Foreign exchange | | | 
reserves sa SOI,gI4 | 810,463 | 739,508 | $63,072 
Discounts (total) | 10,351,517 | 11,098,771 | 20,900,021 | 11,463,256 
Advances on secu 
ie | , 
ritics .. re 3,791,100 3,699,714 | 4,362,059 | 3,032,155 
Advances up to 30 | | 
days — 675,317 | $78,842 | 1,310,713 | 1,721,798 
Bonds of the Caisse 
Autonome a 5,500,147 | 5,575) 475 | 5,509,779 | 5, 509,779 
Loans to the State 3,200,000 | 3,200,000 | 3,200,000 | 10,000,000 
Provisional advan- | | | 
ces to the State | 
(Agreements of 
} | 
1036, 1937 and 
E930) <. + | 31,909,905 | 40,155,974 | 50,153,974 | 20,927,441 
LIABILITIES | 
Note circulation. 93,830,871 98,518,807 124,428,000 109,466,968 
Current and deposit | 
accounts : | 
, | 
lreasur | 1,085,745 565,498 | 345,404 | 3,531,039 
Caisse rd itonome} 2,375,397 2,233,391 | 2,479,384 | 2,231,155 
Other current and 
deposit accounts | 19,325,087 | 21,236,621 | 18,593,401 | 29,796,672 
ee ee Cee Be ee ee 
Sight abilities .. {116,623,701 |122,557 145, aia 190 |145,025,835 
: mr, ieee ( a 
Percentave of gold 
| ) 
cover .. -. | 50°53% | 45°54% | 38°27% | 60-17% 
} ' 


The year 1938 closes with an improvement of the 
bank return; the revalued gold reserve, amounting to 
more than Frs. 7 milliard pre-war gold francs, compared 
with about Frs. 4 milliard before the war, includes a 
substantial safety margin. At the same time, the gold 
value of the note circulation increased in 25 years from 
5.7 milliard pre-war francs to 8.8 milliard pre-war francs. 

The tet i commercial banks of Paris, which are 
the equivalent of the clearing banks in London, under- 
went a severe test during 1938 as a result of the devalua- 
tion of the franc, and also of the crisis in September, 
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which provided another ceaieitia for them to demon- 
strate their high degree of liquidity. The latest returns 
available are those of September 30, which are published 
below for the four leading commercial banks. They 
show that during September, in spite of a withdrawal of 
deposits amounting to 14 per cent. of the total, the 
amount lent to commerce and industry actually 
increased by more than 7 per cent. The Crédit 
Lyonnais and the Société Générale in particular 
increased their credit facilities, although they lost 
deposits. 

SUMMARIZED BALANCE SHEETS OF THE FOUR PRINCIPAL 

CLEARING BANKS 
(Crédit Lyonnais, Comptoir National d’Escompte de Paris, Sociét 
Générale, Crédit Industriel et Commercial) 


, = : 


| December | May 31, | August [September 
Jt, 1937 TQ35 | 31,1935 | 30, 1935 
ena 
ASSETS (in millions of francs)! 
Cash and with the 
Banque de France.. ; 3.548 6,140 | 505 4,049 
Bank balances — 31350 3,082 | 3,635 | 3,210 
Portfolio of bills and | 
Bons de la Défense | 
Nationale discounted |} 18,103 | 20.106 | 19,591 } 13,840 
\dvances ‘ ins 1,270 L534.) Ei7i 1,215 
Loans to customers .. | 7376 | 7,576 | 7,940 | 8,501 
LIABILITIES 
Sight deposits. . ~~ 29,747 33,528 | 31,784 27,405 
fime deposits. . es 600 506 555 | 1f) 3 
: 
Total el ‘) 30,347 34.394 | 32,292 | 27,688 
Acceptances, en: 
_ ments, etc. .. ay 661 676 | 549 | 077 
Securities, = participa 
tions, etc. .. - 224 | 224 | 224 224 
mek ees | og ‘ 
Capital paid up eu I,174 1,181 1,182 1,18 
Reserves ce - 1,706 1,708 1,708 1,708 
Total a 2,880 2,839 2,590 2,590 
Ratio of cash to deposit 
accounts... a 11-09% ; 17°85% {| 10°86%! 16-68% 


In well-informed circles it is believed that profits 
during 1938 were roughly the same as those of 1037, 
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which were higher than those of 1936 in spite of the 
heavy burden of social legislation. This optimistic anti- 
cipation is based on the fact that the French banks had 
the benefit of a prolonged period of high interest rates. 
Their turnover was high during the first half of the year, 
and they also benefited by the revival that has developed 
since the publication of M. Reynaud’s decrees. Never- 
theless, the bank shares were not in strong demand 
during 1938; evidently the public prefers speculative 
shares or securities with guaranteed exchange, or else 
shares with a higher yield. 

QUOTATIONS OF THE SHARES OF THE LEADING FRENCH 

BANKS 





1937 1938 Dividends 


| 


Highest Lowest Highest! Lowest 1937. | 1938 


| j | 
! } 








} | 
Banque de France | | | 
Shares of 1,000 fr. | 9,050 5,850 | 9,700 | 5,400 {26°30 P 34°08* 
5° | 595° | xz | 3 : 
| 


0 2 30 ; } 
Crédit Lyonnais 
| 
| 


Shares of 500 fr. 1,790 1,280 1,760 | 1,250 73°60 | 70:0 
Comptoir National 
d’Escompte de Paris 

Shares of 500 fr. | 870 620 875 | 620 | 28°56 | 34°47 


Société Générale | 
Share of 500 fr., | | 
Paid up 250 fr. | 754 | 653 503 620 35°20 35° 
Crédit Industriel and 
Commercial | | 
Shares of 500fr. | 828] 670] 724 | 6621 26-60 | 21°40 
Banque Nationale | 
pour le Commerce | | 
and I’ Industrie | 
Shares of 500 fr. 580 | 510 | 625 | 515 | 14°09 | 20°26 
| | 


* First half-year. 


i) 


wn 





In the sphere of medium-term credit, and also in the 
financing of Government contractors, the year 1938 wit- 
nessed some interesting developments. The Crédit 
National, founded in 1919 in the form of a joint stock 
company with a capital of Frs. 100 million, and 
originally in charge of the financing of the reconstruc- 
tion of devastated areas, has, during the last few years, 
begun to specialize in medium-term credits repayable in 
between three and ten years. As a result of an agree- 
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ment concluded in December, 1937, the limit of Govern- 
ment-guaranteed medium-term credits was raised to 
Frs. 1 milliard. For the same purpose the Crédit 
National used its own capital and reserves, and also the 
profits on its debenture issues, so that the total of its 
resources available for medium-term financing was well 
in excess of Frs. 13 milliard by the end of 1938. 

It is expected that the expansion of the activities of 
the Crédit National will continue next year and that the 
gap in the organization of medium-term credit will thus 
be filled. If the decline-in interest rates is not reversed 
by internal or international political events, the Crédit 
National will be able to raise funds at a rate well below 
that of 7.15, which it has to allow at present. It will be 
in a position to increase its advances against mortgages 
and securities. 

Taking things as a whole, in 1938, as in 1937, the 
strong and sound structure of the French banking system 
withstood economic and political tests remarkably well. 
The banking system benefited by improved trade. For 
nearly eight months the currency has been stable; it was, 
indeed, high time stability was restored. The decline in 
the country’s monetary resources is indicated by the 
decline in the volume of deposits by 50 per cent. since 
r93r. The devaluation of the franc, which amounted 
to 91.48 per cent. of its pre-war value and 58.02 per cent. 
of its 1928 value, could not have continued with- 
out undermining French credit, both public and private. 





‘* Reflation’’ in America 
By a Correspondent 


tions, 1938 divides, in the United States, into two 
equal contrasting periods. The first six months 
were marked by a continued deepening of the depression 
which had begun in the previous autumn, while the 
second half of the year witnessed the recovery phase of 
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what appeared to be a new business cycle. The index 
of industrial production of the Federal Reserve Board, 
based on 1923-25 as 100, fell to 77 in May and June, 
contrasted with 122 a year previously, recovering subse- 
quently to 100 in November. This extremely severe 
contraction of business was accompanied by an equally 
severe fall in security prices, including a depreciation 
of the prices of second-grade bonds, sufficient to involve, 
according to the estimates of banking supervisory 
authorities, a depreciation in the portfolios of all banks 
of around $1,300,000,000, or roughly 25 per cent. of the 
capital funds of the banks. 

The volume of earning assets of commercial banks 
declined steadily in the first six months of the year, and 
commercial loans showed a declining trend which cen- 
tinued even during the recovery phase of the final 
six months of the year. The November figure of 
$3,866,000,000 was actually the lowest since the series 
began, which means for many years. In contrast with 
this shrinkage of bank loans and investments, bank de- 
posits, by the closing weeks of the year, had been lifted 
to the highest levels on record. This “ reflation ” of bank 
deposits was a result of two influences—the desteriliza- 
tion of gold by the Treasury, and the tremendous influx 
of capital from abroad. 

The recovery measures, of which gold desterilization 
constituted a part, were announced by President 
Roosevelt in the middle of April. They constituted a 
reversion to strenuous inflationary policies after a period 
of nearly two years in which the Administration had 
directed its monetary policies towards guarding against 
the threat of inflation, and after a period of about six 
months in which the conservative elements within the 
Government had fought strenuously in favour of a 
balanced budget rather than a spending programme as 
a cure for the new depression. The programme 
announced by the President on April 14 was two-fold. 
It consisted, first, of measures to increase excess bank 
reserves to levels higher than they had ever been before; 
and second, of plans for renewed pump-priming by the 
spending and lending of about $4,500,000,000 of addi- 
tional money. The expansion of excess reserves was 
provided for through the desterilization of about 
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$1,400,000,000 of gold which was held by the Steen 
and by a reduction of about $750,000,000 in the amount 
of reserves which the member banks of the system were 
required to maintain. The desterilization was accomp- 
lished by having the Treasury issue to the Federal 
Reserve Banks gold certificates against the $1,400,000,000 
in return for a deposit credit of that amount on the books 
of the Reserve Banks. 

The second major factor working to expand bank 
deposits and bank reserves was the importation of gold 
from abroad, which became especially heavy in the 
second half of the year, when the European political 
situation was so disturbed. Inasmuch as the largest 
part of this gold movement consisted of “secret” ship- 
ments arranged among the official funds, the most 
accurate measure of the movement is provided by the 
figures of total monetary gold stocks which, up to the 
first week in December, had increased more than 
$1,600,000,000 in the year, amounting to about 
$14,400,000,000. By December 14, excess reserves stood 
at a new high peak of $3,480,000,000, notwithstanding the 
seasonal drain of notes into circulation. 

Owing to the large demand for dollars in the foreign 
exchange market, created by the United States surplus 
of merchandise exports of about $100,000,000 a month, 
and, in the second half of the year, by the flight of 
capital from Europe, the dollar showed a consistent 
rising tendency throughout the year. This was reflected 
in a fall of the pound sterling from a quotation above 
$5.00 during the first part of the year to a low of $4.60 
on September 28. 

From a banking standpoint, the business recovery in 
the second half of the year brought a welcome relief, 
even if it failed to bring much opportunity for profit- 
earning. In general, the earning assets of the larger 
banks rose during the year, but their earnings fell. 

The following table shows some of the more im- 
portant changes in the position of the commercial banks, 
(a) in the twelve months ended with November 30, and 
(b) since the end of June, when general business recovery 
began. The figures are those of the reporting member 
banks of the Federal Reserve System in trot leading 
cities. 
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Increase or decrease since 


Nov. 30, June 29, Dec. I, 
1938 1938 1937 
(in millions of dollars) 
Demand deposits adjusted . . 16,013 977 + I,40% 
Total loans and investments 21,325 764 50 
Commercial loans .. ee 3,866 — 70 771 
U.S. Governments .. ks 9,788 530 707 
eserves a ae oa 7 AAF + 96s + 1,963 


Swedish Banking in 1938 


HE year which now comes to an end has proved 
far better than expected, for at the turn of 1937 
the business outlook was rather uncertain, and 
there prevailed a widespread opinion that Sweden would 
witness in 1938 a new period of depression. During the 
first half of the year business activity slackened off, but 
in early autumn, trade and production again recovered 
and the recovery continued during the last quarter in 
spite of the gloomy political situation in the world. 
Thus the Swedish general index of business activity, 
which at the beginning of the year stood at 117.0, 
gradually declined to 112.4 in July, but recovered during 
the second half-year to 114.6 in September, which is the 
same level as in September, 1936. Though exports 
show a marked contraction in volume, as well as in 
value, compared with 1937, chiefly as a result of the 
depression in the U.S.A., production and domestic trade 
have, on the whole, been well maintained owing to the 
boom in the Swedish building industry. 

Though it is impossible to make more exact state- 
ments regarding bank earnings before the year-end 
balance sheets are available, certain general conclusions 
can be made already at this early stage. Adverse 
factors, from the point of view of bank profits, have been 
the scarcity of suitable investment opportunities in face 
of a growing accumulation of funds and sporadic 
influxes of refugee money, and hence a steady decline 
in interest rates. These factors have been outweighed 
by an unprecedented building boom, lower requirements 
for writing-off bad debts and investments, higher income 
from the share portfolio, and probably also smaller 
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expenses for interest payments. With regard to income 
from interest on loans, gross income is probably on the 
same level as a year ago. Against the decline in interest 
rates, there stands a small rise in the domestic bill port- 
folio from an aggregate value of kr. 1,146 millions at the 
outset of the year to kr. 1,160 millions in October. 
Loans against shares have risen by only kr. 5 millions 
to kr. 534 millions, and loans against bonds and goods 
have declined from kr. 469 millions to kr. 414 millions. 
But mortgage loans granted by the Joint- stock banks 
have risen during the same period from kr. 1,7 754 millions 
to kr. 2,006 millions. This striking increase is partly 
due to the building boom, since this item also includes 
building credits. But it is also due to the fact that joint- 
stock banks have lately extended their lending to the 
real estate market, which before 1936 was _ chiefly 
financed by special mortgage banks, saving banks and 
insurance companies. While mortgage loans yield at 
present only 24 per cent. and represent a comparatively 
long-term investment—for commercial banks, up to 6 
months—building credits represent a more remunera- 
tive investment. The aggregate share portfolios of the 
joint-stock banks have declined very little in 1938, i.e. 
from kr. 233 millions in January to kr. 227 millions in 
October, whereas in the corresponding period in 1937 
the decline was from kr. 278 millions to kr. 238 millions. 
This can be explained by a certain degree of saturation 
which the consolidation process has temporarily 
reached. 

With regard to interest payable, the year has seen a 
marked rise in short-term deposits, partly in connection 
with Sweden’s active balance of payment, partly on 
account of refugee money. Sight deposits, in fact, rose 
from kr. 985 millions at the outset of the year to a new 
record of kr. 1,196 millions in October. As only a 
proportion of these deposits are entitled to interest, and 
the rate on such deposits does not generally exceed 
| per cent., this increase does not entail any considerable 
increase in interest payments. As to long-term deposits, 
which, in the case of three months’ notice deposits, 
receive interest at 2 per cent., their aggregate volume 
has not reached in 1938 the level of 1937. Payments 
under this head should thus be slightly reduced. On 
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the other hand, bank employees’ salaries have increased 
during the year. 

There have been no structural changes in the system 
during the year. The number of joint-stock banks re- 
mains 28, with aggregate assets of kr. 6,116 millions. 
Of the “ Big Four,” the Svenska Handelsbanken holds 
assets totalling kr. 1,562 millions, the Skandinaviska 
Banken (formerly Skandinaviska Kreditaktiebolaget) 
kr. 1,280 millions, the Stockholms Enskilda Bank kr. 596 
millions, and the Géteborgs Bank kr. 514 millions. 


Obituaries 
Sir John Aird 


The death has occurred at Toronto of Sir John Aird, 
former president of the Canadian Bank of Commerce. 
Sir John entered the service of the bank in 1878, becoming 
general manager from Ig1I5 to 1926. He was elected a 
vice-president in Ig20 and president in 1924, remaining 
in that office until his retirement in January, 1937, 
although he still retained his seat on the board. He was 
a director of nine other companies, including Brazilian 
Traction, Imperial Life Assurance of Canada, and 
Western Canada Flour Mills. Sir John died at the age 
of 83. 


Mr. James E. E. Heriot 


The National Discount Co., Ltd., announces the 
death of Mr. James E. E. Heriot at Worthing. Mr. 
Heriot entered the service of the bank in 1890, becoming 
sub-manager from January, 1926, until his resignation 
in July, 1927. 


Mr. Lionel William Mortimer 


The death is announced of Mr. Lionel William 
Mortimer, manager of the Queensland National Bank, 
Princes Street, E.C. 
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Appointments and Retirements 


British Overseas Bank 


Mr. A. C. D. Gairdner’s retirement from the chair- 
manship of the British Overseas Bank is announced. At 
the annual meeting of the bank at which he made known 
this decision, Mr. Gairdner was able to claim that the 
length of his experience as executive head of a banking 
institution is unique in our day. In 1Igog he was 
appointed general manager of the Union Bank of 
Scotland, leaving Scotland in 1919 to become chairman 
of the newly formed British Overseas Bank, the post 


from which he now resigns after 19 years. 


Barclays Bank 

As this issue goes to press, word reaches us that 
Mr. Benjamin Jenner Foster, Foreign General Manager 
of Barclays Bank Limited, is retiring after thirty-eight 
years’ service with the bank, and that Mr. Frederick 
Cecil Ellerton has been appointed an assistant general 


manager. 
Mr. David M. E. Bevan has been elected a director 


of the bank. 


Baring Bros. & Co. 

Mr. F. A. Baring has been appointed a managing 
director. 
British Overseas Banks Association 

Mr. William Thompson, London manager of the 
National Bank of Australasia, has been elected chairman 
of the British Overseas Banks Association for the coming 
year. 


Canadian Bank of Commerce 

Mr. A. N. Mitchell, president of the Canada Life 
Assurance Co., has been elected a director of the Canadian 
Bank of Commerce. 

Mr. A. E. Arscott, general manager of the Canadian 
Bank of Commerce, has also been elected a director. 
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Lloyds Bank 


Mr. G. F. Abell, chief general manager, whose retire- 
ment took place at the end of last year, has been invited 
to a seat on the board. 

The directors have made the following appointments, 
to take effect from January 1: Mr. R. A. Wilson and 
Mr. Sydney Parkes to become chief general managers; 
in addition to Mr. W. G. Johns and Mr. S. FP. Cherrington, 
Mr. L. A. Stanley and Mr. G. D. Gold to become joint 
general managers; Mr. A. H. Ensor to succeed Mr. 
Stanley as the assistant general manager supervising 
staff administration, organization, etc.; Mr. R. S. Boyt, 
chief controller, advance department, to become assistant 
general manager; Mr. J. Jabez-Smith, formerly assistant 
chief controller, to become chief controller, and Mr. 
W. B. Mayles, assistant chief inspector, an assistant 
chief controller. In addition to Mr. W. A. Smith and 
Mr. E. J. Sawtell, Mr. J. G. Raine, hitherto an advance 
department controller, to become a joint manager, 
City office. 

At head office, Mr. K. H..T. Wheeler, of the Indian 
Inspection Staff, to be an inspector in India. 

At Berkhamsted branch, Mr. G. L. Piper, from 
Beckenham, to be manager in succession to Mr. G. G. 
Penn, deceased. 

Mr. W. T. Harrison, hitherto clerk-in-charge, to be 
manager of Bletchley branch. 

Mr. W. Burnett, from Plymouth, to be manager of 
Bridgwater branch. 

On the retirement of Mr. E. Fletcher, Mr. W. C. 
Barker, from Fenton, becomes manager of Burslem 
branch. 

At Canterbury branch, Mr. R. E. Clarke, from 
Winslow, to be assistant manager. 

Mr. L. N. Wall succeeds Mr. C. M. Davis as manager, 
on the retirement of the latter from the Colonial and 
Foreign Department, Birmingham. 

Mr. A. R. Norwood retires after 42 years’ service 
from the management of Cranbrook branch. He is 
succeeded by Mr. H. Tutt, from Rye. 

Mr. L. J. Wynn, from the inspection staff, has been 
appointed sub-manager of Dorchester branch. 

Mr. W. H. Robinson, chief clerk of the Eastern 
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department, has been appointed sub-manager of the 
department. 

Mr. W. J. W. Paynter retires from Exeter branch 
after 40 years’ service. Mr. D. M. Petherick, from 
Bridgwater, succeeds him as manager. 

At Fenton branch, Mr. C. H. Ridding, from Leicester, 
to be manager. 

Mr. C. W. Neate, from Stroud, succeeds Mr. V. J. 
Gardner as manager of Fleet branch. Mr. Gardner is 
retiring after 49 years’ service. 

At Looe branch, Mr. R. A. S. Howarth to be manager. 

On the retirement of Mr. C. W. Pratt after 47 years’ 
service, Mr. A. W. H. Avory, from Canterbury, becomes 
manager of Maidenhead branch. 

Mr. W. VY. Suttle, from Romford, is appointed 
manager of Market Harborough in succession to Mr. 
R. S. Smith, who is retiring after nearly 40 years’ 
service. 

Mr. W. J. G. Coad, from Looe, to be assistant manager 
of Plymouth branch. 

At South Molton branch, Mr. W. R. S. John, from 
Dorchester, to be manager. 

Mr. R. W. Easton, from Great Portland Street, W., 
to become manager of South Norwood branch, S.E. 

Mr. T. Mason, M.C., from Luton, is appointed sub- 
manager of Stroud branch. 

Mr. L. Hender succeeds Mr. V. H. Pocock as manager 
of Taunton branch on the latter’s retirement for reasons 
of health. 

Mr. F. H. Foster, from Witham, to be manager of! 
Winslow branch. 


Martins Bank 

Mr. R. C. Eastwood, hitherto accountant, to be 
assistant manager of South John Street branch, Liver- 
pool. 

Mr. H. R. Suttle, from Leeds District Office, is 
appointed manager of Bingley branch in succession to 
Mr. A. H. Flather, who retired at the end of November 
for reasons of health. 

Mr. W. R. Gordon, from South John Street branch 
Liverpool, is appointed manager of Liscard_ branch. 
He succeeds Mr. H. J. Ardran, who retired at the end oi 
November. 
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National Bank of Scotland 

Mr. James Mitchell Blyth, of the Inspectors’ Depart- 
ment, has been appointed joint agent at Trongate 
branch, Glasgow. 


North of Scotland Bank 


Mr. M. A. Watt, formerly accountant at Wellington 
Street branch, Glasgow, has been appointed joint agent 
at Alyth branch, along with Mr. H. S. Ferguson, the 
continuing joint agent, in place of Mr. A. E. S. Robertson, 
who is no longer in the service of the bank. 

Mr. James King, formerly accountant at Kirkcaldy 
branch, has been appointed accountant at Wellington 
Street branch, Glasgow. . 

Mr. Alexander Agnew, sub-agent at Paisley branch, 
has been appointed joint agent, along with Mr. James 
Cook, the present agent. 


Union Bank of Scotland 

Mr. T. A. P. Hay has retired from Barrhill branch and 
Colmonell sub-branch. He is succeeded as agent by 
Mr. Andrew Crawford, accountant at Stockwell branch, 
Glasgow. 


New Branches 
Lloyds Bank 


A sub-office has been opened at Glanadda, Sr, 
Caernarvon Road, Bangor, Caernarvonshire. 


National Bank of Scotland 

Edzell branch, formerly a sub-office, has been estab- 
lished as a separate branch under the charge of the 
agents at Brechin, and authority has been given to 
Mr. Ian Hamilton, teller, to sign “ pro agent.” 
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Books 


THE LeGAL Aspects OF Money. By F. A. MAnn. 
(London, 1938: Oxford University Press. Price 
21s. net.) 

CONSIDERING the increasingly involved legal situa- 
tions that arise in connection with the monetary troubles 
of these days, it is surprising that until the end of 1938 
no textbook had been published on the legal aspects of 
money. Dr. Mann’s book, therefore, fulfils a very useful 
purpose. The author deals with the subject thoroughly 
and systematically. Evidently he combines an exten- 
sive legal knowledge with a thorough knowledge of 
monetary literature. As a result, he has produced a 
book which should be useful to both lawyers and 
monetary economists, while being also of considerable 
use to bankers and merchants. The book is written in 
a very readable style and carefully avoids the obscurant- 
ism so dear to the hearts of writers on law and money. 


THEORIE UND TECHNIK DER KONVERSIONEN. By Dr. 
HERBERT GLEMBIN. (Jena, 1938: Verlag von 
Gustav Fischer. Price Rm. 8.) 

CONVERSION operations have a fairly extensive 
literature, but the chapters in financial textbooks and the 
newspaper articles published on the subject usually 
deal with a specific aspect. Dr. Glembin, on the other 
hand, examines conversion from a theoretical, legal, 
practical and technical point of view. It is an interest- 
ing monograph of the type which has always been a 
strong point of German economic literature. 


EXECUTORSHIPS AND Trusts. By J. H. Putcuips and 
G. E. M. Jenkins. (London, 1938: Sir Isaac 
Pitman & Sons. Price 15s. net.) 

Tuis book deals with its subject mainly from the 
point of view of the banking student. Nevertheless, it 
is a useful general textbook on wills, and a helpful guide 
for executors of wills and for trustees in general. 
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THE HIBERNIAN BANK LIMITED 
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Just Published 


EXECUTORSHIPS 
AND TRUSTS 


By J. H. Phillips, F.I.B.; Joint Manager, 
Trustee Dept., Westminster Bank Ltd. A 
comprehensive | to trustee work and law 
for students of banking, legal practitioners, 
officials of trust corporations, etc. It is 
recommended by the Institute of Bankers as 
a textbook for students taking the Diploma in 
Executor and Trustee Work. 


360 pages. 15/- net (by post 15/6) 


BRITAIN IN 
RECOVERY 


Compiled by a Research Committee of the 
British Association, this book traces the course 
of recovery in British trade since 1932, and 
provides a factual, authoritative survey of a 
vital period in British industrial history. All 
bank officers should study it. 

484 pages. 15/- net (by post 15/6) 


“The enquirer will find in the British 
Association book all the facts and figures 
necessary.”—THE ECONOMIST. 


Order from a bookseller or direct from 


PITMAN 
Parker Street, Kingsway, London, W.C.2 
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CENTURY OF 
BANK RATE 


R. G. HAWTREY 


“His analysis is conducted with 
the skill and judgment which 
one would expect from an 
economist of such outstanding 
ability. His book is a powerful 
vindication of the classical 
doctrines of interest and of the 
traditional practices of the 
monetary authorities,””—Oscar 
R. Hosson in News Chronicle. 
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ESTONIAN FOREIGN TRADE 
IN 1938 


HE development of the economic life in Estonia during the past 

T year has been normal in every respect. M. L. Sepp, Minister of 
| Economic Affairs, aptly characterized the economic situation when 
he stated that the productive capacity of the country has reached the 
normal tensity. The movement of the foreign trade has kept pace with 
the development of the economic life. 





In spite of the seasonal recession in world trade, the value of the turn- 
over of goods between Estonia and foreign countries has remained at the 
level of the previous boom year and only during recent months was a cer- 
tain falling off to be noticed. If, however, due account be taken of the 
drop in prices on the world market, the difficulties encountered in the 
marketing of certain commodities and the general disturbed conditions, 
which have forced buyers as well as sellers to hold back, the situation 
may be considered as normal. 

The exchange of commodities with the bigger partners in foreign trad 
has been as lively as during the previous year. Since the commercial 
agreement between Estonia and Great Britain was signed in 1934, the 
export of goods has grown in both directions. The increase of British 
exports to Estonia has been particularly evident. In 1934 the value 
of Estonia’s exports to Great Britain amounted to Ekr. 27.9 millions 
and her imports from Great Britain to Ekr. g millions. During 
the first ten months of 1938 Estonia’s sales to Great Britain 
totalled Ekr. 30.4 millions and her purchases Ekr. 15.8 millions. The 
ratio of exports to imports has thus improved in favour of Britain from 
1:3 to 1:2. It should, however, be noted that, in addition to goods 
bought from the United Kingdom, Estonia has also imported a certain 
quantity of goods from the British Dominions. 

Great Britain occupies the first place as a purchaser of [stoman 
goods, taking 35.5 per cent. of Estonia’s exports, and is closely followed 
by Germany, who absorbs 30 per cent. 

Exports from and imports to Estonia during the first ten months 
of 1937 and 1938, were as follows (mill. Ekr.): 


1937 1938 

I xports $5.5 85 6 
Imports 92.8 90.7 
Surplus of Imports 70 5.1 


The foreign trade turnover shows a very slight decline this yeat 
which is largely attributable to the reduced timber exports and a dimi- 
nution in the imports of investment goods, iron and steel and cotton 
On the export side, rises were registered in the exports of butter, live 
pigs, shale-oil, cellulose and cereals and on the import side, fertilizers, 
sugar, salt and herrings all show increases 

The exports and imports in November, as far as can be judged from 
the preliminary figures, would appear to balance. It is anticipated 
that there will be an expansion of exports in December, so that the 
total exports and imports for 1938 are likely to be almost evenly balanced 
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BUDGETARY RECEIPTS FOR THE FIRST 
SIX MONTHS OF THE YEAR 1938-39 


HE fulfilment of the State budget for the year 1938-39 has 

T proceeded normally in every way up to the present. The revenues 

estimated in the original budget are actually coming in and will 
consequently cover the expenditure foreseen in the budget. 


The inflow of revenues for the first six months of 1938-39, with com- 
parable data for the corresponding period of 1937, is shown in the 
following table (in 1,000 Ekr.): 


6 months’ 





1937-38 1938-39 percentage 
receipts Budgetary receipts of total 
Apr. 1-Oct.1, estimates Apr.1-Oct.1, budgetary 
Revenue 1937 1938-39 1938 revenue 
Stamp duties and fees 2,790.1 5,600.0 3,017.0 53-87 
Customs 11,744-4 22, 300.0 12,500.3 56.05 
Excise 4,340.9 8,900.0 5,380.4 60.45 
Spirit monopoly 8,383.7 18,000.0 9,076.8 50.43 
Railways ‘ 8,256.0 15,700.0 8,159.4 51.97 
Postal, telegraph and 
telephone 3,108.0 6,450.0 3,251.0 50.40 
Other revenuc 12,226.0 22,343-4 10,329.1 46.23 
Total 50,855.1 99,293-4 51,714.0 52.08 





It will be seen from this table that during the first half of the year 
the receipts totalled Ekr. 51.7 millions, in comparison with Ekr. 50.85 
millions for the similar period of 1937, representing thus an increase of 
Ekr. 0.86 millions or 1.7 per cent. At the present juncture no factors 
are in sight which could adversely influence this increased influx of 
revenues during the second half of the year. 


The State revenue for the current budgetary year up to 
December 1 amounted to Ekr. 69.92 millions, compared with Ekr. 67.54 
millions for the same period of the previous year, thus showing an 
increase for the elapsed eight months of Ekr. 2.4 millions or 3.5 per cent. 
Since during the following months there may be a falling off in surplus 
receipts from certain items of revenue, the budgetary surplus at the 
close of the year has been estimated to amount to Ekr. 4 millions, and 
a supplementary budget has been drawn up accordingly. 


On account of expenditure, payments during the first half-yea 
totalled Ekr. 50.68 millions (revenue Ekr. 51.71 millions) and in the 
course of eight months amounted to Ekr. 66.9 millions (revenue 69.92 
millions), whereby the surplus of revenue will cover the supplementary 
budget. 
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BANK OF LONDON AND SOUTH AMERICA 


NET PROF ITS - SLIGH TLY BETTER 





LORD WARDINGTON’S REVIEW 


Bank of London and South America, 

Ltd., was held on December 13, at the 
Head Office, 6, 7 and 8, Tokenhouse Yard, 
London, E.C. 

The Rt. Hon. Lord Wardington (the 
chairman), in the course of his speech, said : 
The past year has been marked by the most 
serious international political crisis since 1914. 
It can only be hoped that the combined 
wisdom of statesmen in all countries will 
provide solutions of the problems which 
confront us, and — fly those which spring 
from the prolonged phase of intense economic 
nationalism. 

IMPORTANCE OF SITUATION IN U.S.A. 

Trading conditions in the United States 
did not show any substantial improvement 
during the year under review, but it is 
encouraging to observe a better tendency 
Gratification is afforded by the 
November 17 of the Anglo- 
American and Canadian-American Trade 
\greements, not only by reason of the 
trading benefits which they confer, but also 
the demonstration of mutual 
goodwill and of the example set towards 
reducing international trade barriers. A 
further indication of a return to more normal 
conditions is the re-opening of the North 
\merican capital market to foreign borrowers, 
\rgentina having last month successfully 
placed in New York a ten-year loan for U.S. 
$25,000,000, thus becoming the first foreign 
Government for several years to raise new 
capital in the United States by means of a 
public bond issue. 

The return of prosperity to the United 
States is a matter of vital interest to the rest 
of the world, especially in so far as the prices 
for primary products would be affected. 
During the twelve months under review there 
was little, if any, improvement in the com- 
modity markets, and, indeed, in the case of 
cereals and wool there was marked deprecia- 
tion in values to the detriment particularly of 
Argentine and Uruguayan exporters. 

Last year I was able to refer to the expan- 
sion in South American export trade com- 
pared with the 1935-36 period, but the 
recession which began in 1937 has persisted, 
with the result that our financial year now 
under review witnessed a definite setback in 
the value of products exported. Since this 
trend coincided with a general rise in the 
value of imports, the favourable trade 
balances recorded in 1936-37 were either 
substantially reduced in 1937-38 or converted 
into import surpluses. 

With regard to the remittance position, 
there has been no relaxation of exchange 
control restrictions, which, indeed, show a 
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because of 


tendency to become intensified—a featy, 
which is perhaps not surprising in view of th 
recent trend of trade. 

In these days, when the income fro; 
British overseas investments is so very mut} 
reduced, the maintenance of our export trad 
assuMes greater importance than ever in oy 
national balance of payments. Therefor 
the recession in our export trade which h 
taken place this year cannot be regarded with 
equanimity, whilst, so far as certain of th 
Latin American markets are concerned, I fe 
it incumbent upon me once again to strex 
that, if Great Britain is to improve upon it 
present depleted share, British manufacturer 





and exporters must intensify their sal 
efforts, notwithstanding the admitted) 
abnormal competitive factors which z 


present have to be faced. 
THE YEAR’S RESULTS 

On coming to the examination of o 
figures we find no striking variation in them: 
compared with those shown to you a year ag 
despite the fact that banking business i 
increasingly competitive and interest ani 
commission rates continue at a low levé 
We remain in the same satisfactory state 
liquidity in respect of our ratio of cash to ox 
deposits. The total of our balance shee 
figures has fallen from £79,678,000 t 
£76,361,000, attributable almost entirely t 
the recession in trade experienced during the 
year, and, in the light of my opening remarks 
I have no doubt you will be agreeably su: 
prised that our business has stood up so well t 
the strain of another difficult year. Our gros 
profits are down by some £44,000, but, on th 
other hand, by our unremitting attention to 
economies, the field for which was enlarged by 
the taking over of the business of the Angle 
South American Bank, we find our charges at 
head office and branches are lower by {48,00 
so that our net profit of £466,000 is slighth 
better than last year’s return of £462,000. 

With regard to future prospects, mua 
depends upon international political develop 
ments. Commodity markets certainly hav 
shown signs of greater stability since the clos 
of our financial year, and it is in that direction 
that we look most anxiously for some tangibl 
improvement. The process of consolidating 
our position as the only English bank in South 
America continues. The diversity of o 
interests, and the manifold problems whit 
have to be faced daily, can well be imagined 
I am quite sure, however, that, in our manage 
ment and staff, we have an experienced 
personnel ably equipped to carry on tt 
bank’s business to the best advantage despite 
prevailing difficulties. 

The report and accounts were unanimous} 
adopted. 
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BARCLAYS BANK (DOMINION, COLONIAL AND OVERSEAS) 





INCREASED PROFITS 
SIR JOHN CAULCUTT ON OVERSEAS TRADE 





of Barclays Bank (Dominion, Colonial and 
Overseas) was held on December 8 at 
Southern House, E.C. 

Sir John Caulcutt, K.C.M.G. (the chair- 
man), in the course of his speech, said :— 
Turning to the balance sheet, current, deposit 
and other accounts amount to £99,000,000, a 
figure more than £3,000,000 larger than a year 
ago. Cash in hand and with bankers stands 
at (26,579,000, an increase of £3,821,000 on 
the previous year, and represents a ratio to 
current, deposit and other accounts and note 
circulation of over 26 percent. Investments, 
at £32,652,000, are greater by £4,318,000. 
Advances, at £33,175,000, are approximately 
{2,750,000 lower than a year ago. 

The net profit for the period under review is 
£439,244, which is an increase of about £8,000 
on the previous year. A sum of £100,000 
has been carried to contingency account, and 
a further sum of £75,000 to the reserve fund, 
compared with {100,000 last year; the total 
of that fund now stands at £2,100,000. The 
board now recommends final dividends at 
the rate of 8 per cent. per annum on the 
cumulative Preference shares, and at the rate 
of 7 percent. per annum on the ‘“‘A”’ and “ B”’ 
shares, less income tax in each case at the 
rate of 4s. 8d. in the ¢. The dividend for the 
year on the ‘‘A”’ and ‘‘ B”’ shares is at the 
rate of 64 per cent. 

BUSINESS ACTIVITY IN 
SOUTH AFRICA 

Turning to South Africa, business condi- 
tions during the 12 months under review have 
generally been maintained at a reasonably 
satisfactory level. 

Unsettled conditions in the principal over- 
seas markets for Union products have, how- 
ever, resulted in some reduction in demand, 
coupled with a decline in the average price for 
several staple agricultural commodities. De- 
spite these adverse external factors, reports, 
nevertheless, indicate that the agricultural 
industry has progressed and that action aimed 
at protecting and strengthening the country’s 
farming resources has had satisfactory results. 
The maintenance of the gold price has 
enabled the gold mining industry to continue 
to expand at a satisfactory rate, and the 
production of gold during the year 1937 
constituted a fresh record for the industry in 
the Union. . 

In Southern Rhodesia, as a result of 
continued prosperity in the mining industry, 
together with satisfactory prices which have 
been obtained for certain agricultural pro- 
ducts, general trading conditions have been 
good throughout the year, while in Northern 
Rhodesia the prosperity enjoyed by the 
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great base metal mining industry was 
reflected in general trading conditions. 

In Nyasaland general trade has been well 
maintained. In Mauritius the prices realized 
for the 1937-38 sugar crop showed some 
improvement. In East Africa the past year 
has been a disappointing one, owing to the 
decline in the selling price of certain of the 
chief products of those territories. Trade in 
Egypt and the Sudan has been fair. Last 
year, in common with almost all cotton 
producing countries, Egypt was favoured 
with an exceptionally large crop, which, how- 
ever, was disposed of without an excessive 
carry over. The territories served by the 
Bank—territories which are intimately con- 
cerned with the production for export of 
primary commodities—are closely interested 
in the development of international trade and 
the importance of the question is enhanced 
at a time when, for one reason or another, 
trade has shown a tendency to contract in 
many parts of the world. 

NEED FOR CO-OPERATION IN 
MARKETING 

The importance of Empire trade has been 
enhanced during a period when the exchange 
of goods with many parts of the world has 
been hampered by impediments of one form 
or another, but the value of trade with 
foreign countries cannot be ignored. 

In recent times much attention has been 
directed to this aspect of the question, 
especially owing to the new difficulties which 
exporters have to overcome in selling their 
goods in certain parts of the world. The 
means which should be adopted for the 
expansion of trade are no doubt constantly 
under the consideration of both producers and 
merchants and, as a banker, I would not 
venture to trespass too far upon their 
preserves, but I think it would be of assistance 
if some greater degree of co-operation in the 
field of marketing for export could be 
arranged. 

So far as the United Kingdom in particular 
is concerned, there would also appear to be a 
greater need than ever to-day of developing 
our export business by co-operation in 
certain trades not only in marketing, but also 
in representation abroad. By this means the 
requirements of some markets could be 
ascertained more precisely, and steps taken 
to meet them. It is, in addition, of great 
importance that every possible facility should 
be given for the marketing of the commodities 
which the Dominions and Colonies may wish 
to export. All this cannot be achieved with- 
out a co-ordinated effort, but such an effort 
may well repay us in the future. 

The report was unanimously adopted. 
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ROYAL BANK 


OF SCOTLAND 


ANNUAL GENERAL COURT OF PROPRIETORS 


RECORD FIGURE OF DEPOSITS 


DUKE OF BUCCLEUCH’S 


of The Royal Bank of Scotland was held 
at Edinburgh on 30th November, His 
Grace The Duke of Buccleuch and Queens- 


Tort Annual General Court of Proprietors 


berry, G.C.V.O., Governor of the Bank, 
presiding. 
His Grace said :—Before presenting the 


Directors’ Report and passing to the general 
affairs of the Bank, I must refer to the great 
loss the Bank sustained by the death of Sir 
Thomas Dunlop, Bt., G.B.E., on 29th 
January of this year. Sir Thomas had been 
a Director for twenty-one years and, during 
that period, rendered important services to 
the Bank. His sound judgment was of great 
value to his colleagues, who miss his cheery 
and kindly personality. 


Yo fill the vacancy on the Board, Sir Iain 
Colquhoun of Luss, Baronet, K.T., D.S.O., 
who is well known throughout Scotland, was 
elected. 


Sir Iain holds office until this Court when 
he comes up for re-election. 


In moving the adoption of the Report 
His Grace said:—lI assume it will be your 
pleasure that the Annual Report and Balance 
Sheet, with Auditors’ Report, will be taken as 
read. 


[he Directors are pleased again to submit 
to you a Statement which they consider is 
satisfactory. 


DEPOSITS 
As you are aware, the date of our Annual 


Balance took place within a few days of the 
termination of the recent European crisis. 


SPEECH 


In common with all Banks who do a wik 
business, withdrawals of Deposits wer 
experienced during the anxious days ¢ 
September. In spite of withdrawals, We 
have not only maintained the high figure. 
our Deposits, but show an_ increase ¢ 
£247,000 under that heading, bringing th: 
total up to the record figure of £69,921,933 


We are again glad to record an increase in 
Notes in Circulation—an indication, doubt 
less, not only of the popularity of the Scottish 
Bank Note, but also that employment con. 
ditions in Scotland have been fairly wel 
maintained. 


There is a small decrease of {110,00 
under the heading of Acceptances ani 
Indorsements of Foreign Bills, and othe 
Obligations. That calls for no_ special 
comment. 


LIQUID ASSETS AND 
INVESTMENTS 


Turning to the assets side of the Balance 
Sheet, you will see plenty of evidence of th 
Bank’s usual liquid position. Cash in Hani 
and with the Bank of England and othe 
London Bankers, and Money in London # 
Call and Short Notice, amount to the sub 
stantial figure of approximately 15} Millio 
Pounds. 


That sum represents 21-5 per cent. of ou 
liability for Deposits and Notes issued. 


We have to record a decrease of £525,00 
in our holding of British Governmett 
Securities. This is due to the larger demanti 
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of our clients for accommodation—a move- 
ment which we welcome. 


We can again say that a large proportion 
of our Government Securities is in Short- and 
Medium-dated Stocks, and that all our In- 
vestments are valued at or under the Market 
prices ruling on the date of our Balance. 


ADVANCES 


The expansion of over One Million Pounds 
under the heading ‘‘ Advances’”’ is well 
spread and reflects an activity in industry 
in the areas we serve, and the steadily in- 
creasing business of our Bank. 


BILLS DISCOUNTED 


The total of our Bills Discounted is some 
{300,000 lower than we showed in our last 
year’s Statement—the decrease being mainly 
accounted for by a reduction in our Com- 
mercial Bill Portfolio. Considering the 
general shrinkage in the amount of Bills 
available nowadays, we consider the decline 
in our Bill holding as very moderate. 


PROFITS 


The net profit for the year at £613,257 is 
{23,162 less than the amount declared last 
year, This is after providing for all taxation, 
including, for the first time, a National 
Defence Contribution for a full year, while 
Charges of Management show a growth over 
the figures of a year ago. I might here 
mention that for the second half of our year 
we were operating under the increased In- 
come Tax imposed by the last Budget. 


APPROPRIATIONS 


The Directors are pleased to be in a position 
to recommend that a Dividend for the Half- 
Year, payable at Christmas, at the same 
Rate as formerly—Seventeen per cent. per 
annum—be declared, and that the same 
appropriations as last year be made to Bank 
Buildings and Heritable Property and 
Pension Reserve Fund. 


After these appropriations there remains 
the sum of £87,348 13s. 5d., which it is pro- 
posed to carry to Rest or Reserve, bringing 
it up to £4,125,965 5s. 10d. 


BUSINESS OF THE BANK 

It is gratifying to record that the general 
business of the Bank continues to expand, 
and also that our associate Bank—Williams 
Deacon’s Bank, Limited—reports a similar 
condition in their business despite a dullness 


in some of the bigger industries in the areas 
in which they operate. 


SCOTTISH TRADE AND INDUSTRY 


While Scotland has not escaped the trade 
recession, which has, perhaps, been more 
pronounced in the South, I think it can be 
claimed that on the whole Scottish Trade and 
Industry have had a fair year. It is, however, 
apparent that the heavy industries in the 
West of Scotland have been saved from 
depression mainly by the Government Re- 
armament and Defence Programme. 


Shipbuilders are receiving very few orders 
for new Merchant tonnage, with the result 
that, on the completion of ships already in 
hand, building slips are remaining empty. 
Fortunately, orders from the Admiralty are 
keeping some Yards busy. An improvement 
in the international situation would benefit 
trade and stimulate a demand for new 
tonnage for some of the big shipowners who 
are undoubtedly in need of new ships. 


Exports in Coal have shown a serious fall 
in the past few months, partly owing to trade 
restrictions and to severe competition from 
Germany and Poland. In both these coun- 
tries the Coal Export Trade has the benefit of 
a subsidy which enables them to under-cut 
our prices. Conditions in the home market 
are at the moment quiet, and consumption 
has been affected by the mild unseasonable 
weather. 


It is not surprising that the Iron and Steel 
Industry should be quieter than last year, 
when the Steel Industry was working under 
heavy pressure for deliveries. These demands 
have been satisfied, and there is now a ten- 
dency to delay buying until the announce- 
ment regarding future prices of steel which is 
expected shortly. Deliveries to Shipbuilding 
Yards for Admiralty work are still substantial 
and, on the whole, prospects seem brighter 
for the immediate future. 


1938 has been an anxious and difficult year 
for Agriculture. Owing to weather conditions 
the harvest has been the worst for at least 20 
years. The collapse in sheep and wool prices 
has caused serious losses in those districts 
where sheep-farming is the main industry. 
Prices for fat stock and oats are also below an 
economic level. The Government have in- 
dicated that they are aware of the seriousness 
of the situation, and their proposals are 
eagerly awaited. A considerable benefit in 
certain directions from Marketing Schemes 
and other Government measures has been 
helpful. Proposals have been put forward in 
connection with pigs, poultry, and quite 
recently with the milk industry. Other 
questions, such as the volume of imports of 
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foodstuffs and the fluctuation of world prices, 
have also to be taken into account. The out- 
look for the agricultural industry is not 
therefore at the moment very bright. 


There is no improvement in the Fishing 
Industry, which is still depressed, but there 
are hopes that the new Herring Board may 
find a solution of the problem and bring back 
to the industry some measure of prosperity 
which would be reflected in increased pur- 
chasing power in the fishing centres in the 
East and North of Scotland. 


Jute is also experiencing a continued 
depression, and there seems no prospect of 
this Industry returning to normal so long as 
Calcutta is allowed to dump its manufactured 
Jute surplus—which has _ increased 
mously in recent years—into this country 
free of Duty. 


enor- 


The Anglo-American Trade Agreement is 
a factor of real political and economic value, 
and its effect is expected to be beneficial to 
some of the basic Scottish Industries. 


OVERSEAS TRADE 


When addressing you at this time last year, 
I expressed certain apprehensions regarding 
our foreign trade situation, which demands 
more than ever our earnest attention. Faced 
again with a large adverse trade balance for 
the year 1938, a warning signal has been 
given by the unfavourable movement in 
Sterling Exchange. 


The internal depression of the last twelve 
months has shown that the national effort is 
not so completely occupied with the Re- 
armament and Defence Programme as to 
leave no margin for the production of addi- 
tional exports to reduce the deficit in our 
Overseas Trade Balance. This is a matter 
to which far too little attention is paid, and 
especially in these days when trade is being 
driven into bilateral channels through barter 
arrangements, blocked currencies, and certain 
kinds of trade agreements. 


There is a strong case for comprehensive 
enquiry into the whole subject of Overseas 
Trade with a view to the organisation of 
effort by manufacturers and exporters on 
national lines. In Scotland the Economic 
Committee of the Scottish National Develop- 
ment Council is doing good work. Much more 


use, however, might advantageously be ma, 
of the facilities offered by the Departmen; 
Overseas Trade through the Export Credis 
Guarantee Department. In the present ¢, 
dition of the commercial world it is essen, 
that our Export Trade should be more for; 
fully directed if it is to compete successfy), 
against the opposition that has reduced jt; 
a mere fraction of its former size. 


Many of our troubles at present can be 
ascribed to a very considerable and natu, 
lack of confidence caused by anxieties in cq, | 
nection with the European situation, 
return of confidence is most necessary fy 








real recovery in all our industries, and {; 
this reason it is most important to have the | 
better understanding in our internatioy; 

relationships which our Government are no 

actively seeking. 


THANKS TO OFFICIALS 
AND STAFF 


I know it will be your wish that I shou 
convey to the General Manager, Assistar: | 
General Manager, the Officials and Staf x | 
Head Office, London, Glasgow and Dunée | 
Offices and the Branches, our sincere appr. | 
ciation of their valuable services througho | 
the year. We have an efficient and loyd 
Staff, and I am sure that at no time has th 
relationship between Staff and Management 
been happier than it is to-day. I am co 
fident that Mr. Whyte, our General Manager 
to whom our sincere thanks are due for hi 
devoted service to the Bank, would be th 
first to say that the excellent results which 
have been placed before you to-day couli 
only have been obtained by loyal co-operation 


























APPROVAL OF ACCOUNTS— 
DIVIDEND 







I now beg to propose that the Report 
containing a Statement of the Accounts ani 
Balance Sheet, be approved, and that out 0 
the Profits of the year a Dividend at th 
Rate of Seventeen per cent. per annum fit 
the Half-Year, under deduction of Tax, bt 
declared in conformity therewith. 


The Report was approved, and tlt 
Governor, Deputy-Governor, Extraordinay 
Directors, and the retiring Ordinary Dire: 
*ors were re-elected, and Auditors wer 
re-appointed for the ensuing year. 
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Bank of Canada’s New Head 
Office, Ottawa 


By Professor C. H. Reilly 


[ last we are able to devote our monthly article to 
A a single important bank building, and to illustrate 
it with plans as well as with photographs. This 
latter fact is the more important as this Canadian build- 
ing is no ordinary bank and its plan differs considerably 
as a result. It is a central bank, or “ bankers’ bank,” 
and has very little business to transact with the public, 
so that it was not necessary to provide a large space for 
a banking hall. Visitors to the building consist for 
the most part of those having business with the 
“executives,” as heads of departments are called on the 
other side. A big and imposing entrance therefore to 
welcome the public, such as most banks have, according 
to their size, would give the wrong emphasis. A further 
main purpose of the building is that it is the store-house 
for Canada’s gold reserves. Five storeys above the 
street level comprise the offices, while two below that 
level, excavated in the rock, contain the vaults. To 
understand the building, as, indeed, any building, it is 
necessary first to study the plan. Fortunately we can 
give the ground floor plan, which explains the depart- 
ments of the building and their relation to one another, 
and a typical upper floor plan showing the private rooms 
of the “ executives.” 

Let us begin with the ground floor first, but before 
discussing even that or, indeed, anything further, as an 
architect, I must give the names of the authors, the 
architects, that is, of the building. They are a group 
consisting of Messrs. Marani, Lawson and Morris of 
Toronto, and Mr. Sumner G. Davenport of Montreal. 
At a guess, I suggest the rather impersonal character of 
this great monumental structure, to which I have no 
objection—indeed, rather the reverse—may be due to a 
group of four people being responsible for the design, 
and the restraint of the detail, particularly of the interior, 
to Mr. Davenport, whose architectural handwriting we 
have already examined in the City of London in the 
Lothbury branch of the Royal Bank of Canada, and 
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very pleasant and attractive it was found to be. The 
foundation stone, called more appropriately than with 
us the corner stone, was laid by the Prime Minister on 
August 10, 1937, and the building was open for use in 
August last. This would have been something of 
a record with us, but is thought nothing of on the other 
side. The cost was $1,100,000, and the staff using the 
building to-day number three hundred. 

It will be seen on looking at the ground plan that the 
building occupies one of those fine rectangular sites 
which the grid-iron city plan provides and which alone 
has had so much influence on American and Canadian 
architecture. It is difficult not to build monumentally 
on such sites. One may be vulgar and over-emphatic 
in one’s design, but it is almost impossible to be trivial. 
This particular site is in the centre of the capital near 
the Parliament Buildings, and with other Government 
structures and the United States Legation close at hand. 
Wellington Street, to which the building faces, is 
Ottawa’s main thoroughfare. From this street, in order 
to give dignity and for no other reason, the building is 
set back fifteen feet. That fact alone suggests the differ- 
ence between designing for the cities of the New World 
and for those of the Old. 

The next main difference the plan immediately sug- 
gests is that this massive building, about roo feet wide 
by 120 feet deep (there is no scale on the plans), is built 
solidly without an internal court. The whole of the 
centre of the building, including the great pillared 
Entrance Hall, the Banking Hall, the staircase and 
lavatories, must rely all day long on artificial light. It 
will be noticed that the photographs of these two halls 
have been taken with the electric light full on. When 
I was in Ottawa after the war one of the things which 
most struck me was the lavish use of electricity by 
everyone. The lamp posts in the main streets were a 
tenth of the distance apart of ours and each had half-a- 
dozen globes to our one. When, too, one looked up at 
the buildings after dark, every window was lit up. One 
imagined the great hotels had every room let. Not at 
all. It merely meant no one troubled to switch off the 
lights, so cheap was the electricity from the nearby 
waterfalls. A fact like this immediately affects planning. 
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No one here would think of building a great, lofty monu- 
mental hall such as the entrance hall to this building, 
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BANK OF CANADA, FRONT TO WELLINGTON STREET 
with its great columned recesses, and leave it to be lit 
night and day by artificial light. Granted you can do 
that kind of thing, and use artificial ventilation to your 
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Messrs. Marani, Lawson & Morris and Mr. S. G. Davenpor 








g2 THE BANKER 


lavatories, you can fill up your plan, and use your site 
to the utmost. (The drawn lines on the plan to the main 
central apartments do not mean skylights—the upper 
plan makes that clear—but floor patterns). Perhaps, if 
large numbers of the public were using this bank, neither 
of these main central halls would be left artificially lit. 
Still, this state of affairs is not a little strange to us, even 
if that to Wellington Street is only used by glamorous 
“executives ’—it is difficult with these American terms 
to get away from the suggestions of the films—and the 
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Architect (Messrs. Marant, Lawson & Morris and Mr. S. G. Davenport 


DETAIL OF WELLINGTON STREET ENTRANCE 
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opposite one to Sparks Street only by representatives of 
other banks leaving securities at the small grilled open- 
ings in the walls. We can hardly imagine apartments, 
as noble and impressive as they are in their rather artifi- 
cial, theatrical way, never seeing the light of day, like the 
innermost recesses of Egyptian temples. Suppose some- 
thing goes wrong at the power station, or even a simple 
fuse blows, and one great “executive” walks blindly 
into another—but one must not imagine such unseemly 
things. 
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Granting that this artificial lighting is a practical 
proposition, and it would obviously not have been in- 
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dulged in to this extent if it were not so, one can see at 
once that the architecture of these two halls is admirably 
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adapted to it. The great recesses on either side of the 
Entrance Hall, which according to the plan in one case 
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leads nowhere, and in the other to the vaults, are very 
effective pieces of architectural scenery when enhanced 
by artificial lighting. The Banking Hall, too, lit 
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A MAXIMUM RETURN 
ON YOUR INVESTMENT 

IN BUSINESS MACHINES 


if modern office machines are to give full 
value for the investment—and provide the 
utmost saving in time, effort and cost— 
these five questions must be taken into 
consideration before the equipment is purchased. 


@ is the representative of the business machine 
company fully qualified to analyze your needs 
—and to recommend the most suitable 


equipment from your point of view ? 


@ Is the business machine company’s range of 
machines broad enough to permit a recom- 
mendation unbiased by necessity for suggest- 
ing equipment that is not suited to the work? 


@ Will the equipment selected be properly 


installed and made to function efficiently ? 


@ Is the equipment selected known to be of 
high quality, careful workmanship and durable 
construction—thus providing long life and 


continuous profitable operation ? 


@ Is efficient local service available ? 


Burroughs’ fifty years of leadership in the 
office equipment field is the result of careful 
consideration of these questions, before 
purchasing, by more than a million concerns, 
large and small. 


BURROUGHS ADDING MACHINE LTD. 
Chesham House, 136 Regent St., London, W.|I. 
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indirectly from three small domes in the ceiling, and 
leaving the marble-veneered wall untouched, except for 
the series of prison-like windows, is equally dramatic, 


Messrs. Marani, Lawson & Morr und Mr. S. G. Davenpor 
THE RECEPTION ROOM 





and, granting this as a legitimate quality for serious 
bank architecture, is even finer to my mind than the 
impressive entrance hall. If money is the most serious 
thing in the world, this temple atmosphere is certainly 
right, but it is a big “if.” 

The great rooms on either side, left plain on the plan, 
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are being unloaded, and the gold is placed on the special 
internal trucks, and the latter wheeled to the lifts, and 
so to the vaults of the Currency Division, a sliding metal 
grille between the lifts is pulled out and locked against 
the curved entrance grille. Lift No. 3 is then used in 
taking the gold to the vault floor, where a similar pro- 
tective grille separating the lifts is used. While this is 
going on lift No. 4 is available for ordinary traffic. 
Similarly securities which have been delivered through 
the wickets of the Banking Hall to the Ottawa Agency 
can be taken to the Public Debt Division on the upper 
floors or to the vaults by using lift No. 4 and leaving 
lift No. 3 free for other traffic. At present these two are 
the only lifts installed. One wonders whether, with all 
these precautions, some automatic agency for closing 
these grilles would not have been better than relying on 
the human factor, even with the aid of the unmounted 
Mounted Police. 
. So much for the ground floor plan. The upper plan 
has nothing very special about it, except that so much 
of the space is given up to private rooms, and that once 
more the corridors, lavatories and cloakrooms are all 
artificially lit and ventilated. 

Although the building looks so compact and monu- 
mental both on the plan and externally, it has, never- 
theless, been arranged so that the back elevation can be 
removed stone by stone and rebuilt to the building line 
of Sparks Street, thereby adding about a third to the 
total structure and making it much more oblong in 
general shape. What will happen, then, to the charm- 
ing little Banking Hall one does not know. If that is 
doubled in length its proportions will clearly be spoilt, 
and it will be changed from a hall to a mere corridor. 

With regard, at last, to the exterior, one can say at 
once that the main front to Wellington Street advertises 
the special character of the building, and advertises it 
with a refinement and elegance one is not accustomed 
to find to-day in anything so consciously monumental. 
The chief home of such monumental architecture is at 
present in totalitarian States, and refinement and 
elegance are not there its most striking qualities. For 
the enhancement of those particular qualities on the 
front facade, with its effective stretches of plain walling, 
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tHlood-lighting was clearly indicated, and therefore a 
balustrade to hide the flood-lights was, perhaps, a neces- 
sary feature, though the new building of the R.I.B.A. in 
Portland Place, London, is very successfully flood-lit 
through heavy glass sheets let into the pavement. The 
balustrade here, however, serves another and more im- 
portant purpose. It gives scale to the mass of the 
building standing up behind it. So do the two heavy, 
solid vases, which are clearly there for the same 
purpose. The intention of them is excellent, but I do 
not feel they are quite successful, even granting the 
scenic effect sought for. They seem to me a little unfor- 
tunate in shape. The main effect of the front, however, 
is given by the group of rich fluted pilasters and the 
three stories of deeply-recessed windows between them. 
These together make a strong contrast to the plain ashlar 
on either side and above and below them, and at the 
same time prevent the front, with its nearly square 
proportions, from looking dumpy. 

The side and back elevations are less scenic and more 
workmanlike, with their regular tiers of windows not so 
deeply recessed. In approaching the building, when 
one sees a side elevation together with the monumental 
mausoleum-like front, it may be doubted whether the 
effect is entirely satisfactory. The photographs wisely 
avoid showing it. The work-a-day side elevations must, 
to a certain extent, give away the monumental front 
one. On the other hand, they, together with the back 
elevation to Sparks Street, suggest a very sensible 
building. Perhaps, on the whole, perverse as it may 
seem after the great effort which has been made, in- 
cluding the not very satisfactory lighting of some of the 
corner rooms, to obtain the striking Wellington Street 
front, the back and sides of the building with their simple 
detail, well suited to the granite in which the structure is 
cased, are the more satisfactory elevations. This con- 
clusion is further emphasized when one remembers that 
the whole of this granite, even that of the monumental 
temple front, is hung on a skeleton of steel and does not 
carry itself, that it is in fact the sugar-icing to a birdcage. 
“ Ts it not time,” as I heard an old student of mine, now 
himself a university professor of architecture, say at a 
lecture the other night, “ we left off building scenery and 
made our buildings as real and dramatic as life itself ?” 
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The Budget of the Polish State 
By Dr, Tadeusz Grodynski 


Under-Secretary oj Siate in the Ministry of Finance 


HE orthodox methods of economic and financial 
1 policy are no longer accepted by many countries. 

The exchange restrictions, financial autarchy, 
creation of additional buying power by various credits 
and subsidies, have little in common with the pre-war 
State economy. Only in one sphere of State activity 
nothing has changed; that ts, in the budget policy. The 
beautiful vision of a “ State without taxes” created by 
G. Feder, a theorist of National Socialism in Germany, 
was never considered seriously by responsible econom- 
ists. No one has discovered yet a more efficient way 
of covering State expenditure than by public levies. 
No one, either, can change the fact that balancing of 
chronic budget deficits by lending must ultimately lead 
to a financial catastrophe, through straining of the 
public income with excessive obligations. No one, 
lastly, has ever adopted other methods in preventing a 
budget deficit than by either increasing the revenue or 
lowering the expenditure, or by both of these methods 
at the same time. 

This path had been chosen by Poland when, in 1935, 
aftes the years of economic crisis, the Government de- 
termined to cure the State of public finances and to 
balance the budget by other methods than lending. 

The budget year in Poland lasts, as in Great Britain, 
from April 1 till March 31, and includes under its revenue 
ihe gross receipts from public levies and duties. It 
includes also the sums paid into the Treasury by State 
monopolies (tobacco, salt, spirits, matches and lottery), 
State enterprises and special funds. The administration 
of those institutions is autonomous, and their budgets are 
not included in the figures of State budgetary revenue 
and expenditure. The only autonomous budgets in- 
cluded in the State budget are those of most important 
State enterprises, like the Polish State Railways, the 
Polish Post, Telegraph and Telephone and the State 
Forests. The other enterprises have to present their 
balance-sheets every year before Parliament. 
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The initia in the Polish siti includes the 
gross cost of administration, the pensions and _ the 
National Debt, but not the debts of autonomous State 
enterprises. There is, however, in Poland no separate 
Sinking Fund for amortization of national debt, nor 
Pension Fund, which in many countries help to diminish, 
though only nominally, the State expenditure. 

The receipts from the State bonds, whether short- or 
long-termed, do not constitute a budget revenue, but are 
designed entirely as credits for public works, whose de- 
velopment, since 1937 depends on the state of the internal 
credit market. This principle of excluding the credit 
from ordinary State expenditure is obligatory in Poland, 
without any exceptions, since 1936-37. Since that year 
Poland realizes the principle of absolute budgetary 
equilibrium, described by the famous French statesman, 
Joseph Caillaux, as “suréquilibre budgétaire.” 

This result has been attained only after a difficult 
struggle with the budget deficit in the second half of 
1935-36 and the w hole of 1936-37. This struggle was 
effected by both lowering, or throwing out completely, 
all but the most necessary expenditure, and by raising 
the yield of all sources of revenue. A special Presidential 
decree, introduced with the approval of the Parliament, 
authorized the cuts in estimated expenditure, conversion 
of some internal loans, raising of the income-tax, but 
at the same time introduced reforms regulating the 
methods of fixing and collecting most of the direct taxes. 

As the basic principle of the recovery of the country’s 
finances was spreading the burden equally on all classes 
of the population, in the end of 1935 a special income-tax 
was introduced, payable in the first place by all Govern- 
ment employees, w hose income since 1934 was exempted 
from all direct taxation. This special tax, which 
amounted at the lowest incomes (100-150 zlotys monthly), 
to 7 per cent., increased to 17 per cent. at incomes from 
1,000 to 2,000 zlotys, and 25 per cent. at incomes above 
2,000 zlotys monthly. 

The most important reform was to perfect the work- 
ing of a special arrangement of budgetary equilibrium, 
i.e. the system of monthly budgeting. Under the pro- 
visions of this system the Minister of Finance has the 

right to fix the maximum sum of expenditure for every 
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State department, and this department can draw from 
the State funds each month credits not exceeding the 
fixed sum. The total monthly State expenditure is cal- 
culated by the Minister in accordance with the income 
estimated for that month, by taking into consideration 
the dates of payments of taxes and the liquidity of all 
sources of revenue, as shown by the actual income in the 
previous month. This has been made possible only 
owing to the efficiency of the accounting department, 
which supplies already in the beginning of the month the 
actual figures of total State revenue and expenditure, 
showing also the individual positions. 

This system of monthly budgeting permits the most 
practical calculation of the position of the Treasury, and 
with the adaptation of expenses to possibilities ensures 
a perfect stability. In any case, it protects the economic 
life of the country from the dangers and surprises of 
administration based on a yearly control of the budget. 

The energetic pursuance of monthly budgeting, 
coupled with the introduction, towards the end of 1935, 
of special delegates in each State department to control 
the budgetary policy of that department, led to satis- 
factory results in lowering of the expenditure, already 
in the end of 1935-36. Thus the monthly deficits, which 
in November, 1935, amounted to 28.1 million zlotys, fell 
in December of that year to 11.6 million zl., in January, 
1936, to 9.6 million zl., in February, 1936, to 7 million zl., 
and in March, 1936, a surplus of 0.6 million zl. was 
obtained for the first time. Since then the balancing of 
the budget, both in estimates and in actual results, has 
become the leading principle in Polish finance. 

The budget year 1936-37 showed a surplus of 4.1 
million zl., the estimated revenue being 2,221 million zl., 
the actual revenue 2,216.7 million zl., thus showing the 
reality of estimations. The budget year 1937-38 showed 
a surplus of about 21 million zl., the budget revenue 
being 216 million zl. more than in 1936-37. The favour- 
able state of finances in 1937-38, caused not only by 
the increased receipts from taxes and monopolies, but 
firstly by the strict execution of all economy regulations 
of 1935, allowed the introduction of general relief in 
taxation in 1938-39. The special income-tax imposed 
In 1935 on the Government employees paid by public 
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funds, was abolished for incomes from 100 to 150 zlotysa 
month, and lowered for middle incomes, remaining un- 
changed only for incomes over 1,000 zl. This reduction 
meant a loss of 75 million zl. of revenue for the year 
1938-30. 

Despite this loss, relying only on the increased re- 
ceipts from other sources of revenue, it was possible to 
raise the State expenditure in 1938-39 by 158 million zl. 
This increase in expenditure was necessary to meet all 
State payments and obligations falling for the year 
1938-30, to cover new investments and ensure the proper 
development of education. The best example of the 
reality of the 1938-39 budget is the fact that the actual 
figures of revenue and expenditure during the eight 
months April-November correspond almost exactly to 
the estimated figures. Thus the budget accounts for this 
period show that the revenue amounts to 66.4 per cent., 
and expenditure to 66.5 per cent., of the estimated yearly 
budget. As in the ideal execution of the budget the 
revenue and the expenditure during the first eight 
months should amount to 66.7 per cent. of the total, one 
can see that the 1938-39 budget will be executed with 
almost a mathematical precision. 

This budget will be a foundation of further develop- 
ment of budget administration. The estimate for 
1939-40, which has just been introduced to the Parlia- 
ment (in accordance with the Polish Constitution the 
budget must be introduced four months before the 
beginning of the fiscal year), differs little from its pre- 
decessor. The expenditure and the income of the new 
estimate are calculated to reach the figure of 2,523 
million zl., or 48 million zl. (2 per cent.) more than last 
year. The increase in expenditure covers in the first 
place the increased budget of the Ministry of Education. 

In the revenue, there will be further relief in taxation 
for State functionaries, by abolishing the special income- 
tax for incomes till 200 zl. a month, and lowering it for 
incomes from 200 to 500 zl. In this way, 210,000 Govern- 
ment employees will be freed from this tax, beginning 
in April, 1939. This reduction will cause a fall in State 
revenue of 26.5 million zl., and combined with the re- 
duction introduced in 1938-39 will cost the State over 
100 million zl. This decrease and the loss caused by 
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Py 


the necessity of realization of the payments from some 
State enterprises will be balanced by the estimated in- 
crease of receipts from existing sources of revenue, as 
calculated from this year’s experience. Thus the estimate 
foresees an increase of receipts from taxes and duties of 
22.1 million zl. (1.7 per cent.), and from State monopolies 
of 32.8 million zl. (4.7 per cent.), as compared with the 
year 1938-39. 

' The real balancing of the budget, based on careful 
estimates of revenue and expenditure, and the exact 
execution of those estimates in practice, is the funda- 
mental principle of the Polish financial policy. This 
principle will be realized in its full extent in the fourth 
budget of the Polish State, in 1939-1940. 


The National Debt of Poland 


By Tomasz Janta-Polezynski, B.Sc. (Econ.) 
Te total indebtedness of the Polish nation is 


comparatively small, and this factor must be 

taken into consideration in discussing the problem 
of the National Debt in Poland. On October 1, 1938, 
the National Debt was less than 5,000 million zlotys, 
which at the present rate of exchange amounts to 
{200 millions. The indebtedness per inhabitant in Poland 
—f{6 per head—is one of the smallest in Europe. In 
the United Kingdom it amounts to £170 per head, in 
Germany to £22, and in Roumania, a country of similar 
economic structure to Poland, to £12. 

It is well known, however, that neither the absolute 
value of the debt, nor even the indebtedness per head of 
population, determine whether the National Debt is a 
burden to the country. This depends entirely on the 
value of the national income, from which means for 
interest payments and amortization of the debt are 
drawn. The best way of determining the part played 
by the debt service in the administration is by comparing 
the cost of the service of the National Debt with the 
total budget expenditure. 

In the budget estimate for 1938-39 laid by the Polish 
Government before Parliament, the estimated cost of 
debt services amounts to 263 million zlotys, or over 
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10 per cent. of the total expenditure of 2,523 million 
zlotys. This ratio can be considered as quite ‘favourable. 

In the history of Poland’s National Debt we can 
distinguish three periods. The first one lasted from the 
moment of regaining national independence to the time 
of the introduction of a stabilized currency—the zloty; 
most of the debts incurred during that period are of a relief 
character. The second, from the introduction of the 
zloty till President Hoover’s moratorium. The third 
ending in 1938, important because of the changes in the 
structure of the National Debt—was characteristic of an 
increase in the internal indebtedness and liquidation of 
foreign debts. 

During the first years of independent existence the 
Polish Government, lacking financial reserves and with 
the economic life of the country ruined by war, had no 
other way of covering its expenditure than by borrowing 
When this method was not sufficient, the amount of 
notes in circulation was increased, which finally ended 
in an inflation ‘‘ a outrance.’’ Only in the beginning of 
1924 was it possible to base the national economy on a 
new currency—the zloty. The debts incurred by the 
Polish Government up to the end of 1924 are mainly 
external debts, usually for the supply of armaments and 
various goods by foreign governments. As these debts 
did not cause a corresponding investment movement in 
the economic life of the country they present a great 
burden to the Treasury. During that period also two 
bonded loans were floated, one in 1920, on the American 
market, of 20 million dollars bearing a 6 per cent. rate of 
interest, and the second (1924) in Italy, of 400 million 
lire at 7 per cent. The most important part of internal 
debts during that period consists of issuing loans in 
marks, which were subsequently converted into zloty loans. 

On December 31, 1924, the National Debt of Poland 
amounted to 1,745 million zlotys. The individual items 
were as follows : 

145 mill. zl 


Internal debts 
External debts :— 


Bonded a re we .. Igomill. zl. 
Foreign governments .. os «« 1,382 
Other... ma 7 ‘i .< 2 


-— 1,600 __,, 


Total oy .. 1,745 mill. al. 
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This total does not include the Austro-Hungarian debts 
taken over, which were not yet revalued at that time. 

After the period of inflation, the year 1924 saw the 
introduction of a currency based on gold. The rate 
of exchange of the zloty, however, was at first fixed too 
high, and, coupled with an unsettled internal situation, 
it caused another devaluation in 1925. 1926 brought 
some progress, both in the political situation of the 
country and improvement in the export trade, and the 
fall of the zloty was arrested. Finally in 1927 the zloty 
became stabilized on a new level, about 40 per cent. below 
that of IQ24. 

These years witnessed a great activity of international 
capital, and the Polish Government, in its policy of 
reconstruction of factories and plant ruined by war, 
turned to the external credit market. Thus in 1926 an 
8 per cent. loan of 35 million dollars was floated in the 
United States. In 1927, when the zloty became stabi- 
lized, the Polish Government floated its largest public 
issue loan—the per cent. Stabilization Loan. Of the 
total issue of this loan, 1.e. 62,000,000 dollars and 
£2,000,000, only 13,400,000 dollars and {1,100,000 
remains outstanding. In 1930 another public issue loan 
of 32,000,000 dollars at 6} per cent. was floated in 
America. In general, however, if we take into conside- 
ration the great needs of the country in every sphere of 
activity, thanks to the realistic policy of the governments 
of that period, the external indebtedness of Poland 
increased only slowly and gradually. This was also the 
main reason why, during the most difficult years of the 
crisis, Poland, until 1936, was able to discharge all her 
external obligations. Only the increasing difficulties of 
the Polish export trade, caused by the system of pro- 
tectionism, currency restrictions and further deterioration 
of the international situation, especially the crisis in the 
so-called “ gold bloc’’ countries, compelled Poland to 
impose currency restrictions and a partial suspension of 
debt services. Thus the debt services were still maintained 
according to the agreements, but, owing to currency 
regulations, the payments due were deposited into blocked 
accounts. 

In 1929 the indebtedness of Poland was as follows : 
the internal debts, 335 million zlotys; the external debts, 
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S11 million zlotys. Boing ratio of internal debts to 
exte rnal debts was 8: 

On December 31, ool the National Debt of Poland 
amounted to: 


Internal debts ae bis aa = ii a 435 mull. zl. 
external debts : 
Publie issue loans my at «+ 1,368 mill. zl. 
Indebtedness to foreign governments 2,577 
Austro-Hungarian debts ™ is aes 
1,570 
! = \ ] 
i tat , Ww) } 


During the third period, the situation began to change 
rapidly. The complete drying up of the flow of foreign 
capital into the country, the devaluation of the pound 
and the dollar, in which currencies the major part of 
Polish debts was incurred, combined with the regular 
peyenen of all obligations, had as a result that, since 
1932, the exte —_ debt of Poland has tended to decrease. 
In 1937 and 1938 also, some parts of the external public 
issue loans, which were in the hands of owners residing 
in Poland and valued at nearly 39 million dollars, became 
converted into an internal loan. 

At the same time, the protracted economic crisis 
caused the necessity of floating internal loans for the 
execution of various investments to fight unemployment 
and increase the National Defence. The stability of the 
zloty and the internal capitalization encouraged by it 
was one of the important factors which made _ ex- 
pansion of internal borrowing possible. As the result 
of the changes mentioned above, the National Debt of 
Poland on October 1, 1938, was as follows: 

Internal debts : 
Short-term as ‘a su .- 1,938 mill. zl. 
Long-term oe ee - ee 60 ss 






















fotal internal debts .. e - ‘a .. 2,376 mill. al. 
external debts 
Public issue loans mi ns .. 491 mill. zl. 
To foreign governments sis i: 
Austro-Hungarian debts a Sie! aad o 
Other debts - ss mae o«> 206 


” 





Total external debts re = = .. 2,588 mill. al. 






4,934 mill. al. 
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It may be seen from these figures, that the ratio of 
internal debts to external debts has undergone a con- 
siderable evolution, and amounts now to 48:5 

As far as the question of service of the Notional Debt 
is concerned, the position is as follows: 

In 1924 the service, i.e. interest payments and amortiz- 
ation of the capital, amounted to only 11 million zlotys. 
The floating of several public issue loans, the agreements 
reached in London and Washington in 1924, consolidating 
Poland’s war debts, the revaluation of the debts taken 
over from the partition Powers, and consolidation of war 
debts and plebiscite debts to France in 1930—all meant 
that until 1931 the cost of the service was rising quickly. 
This can be seen from the following table of the cost of 
the service in million zlotys : 


1925 si 41 1933-34 175 
Ty20 “s 149 1934-35 204 
1927-25 si 157 1935-30 225 
1929-30 ne 228 1930-37 183 
1930-31 a 251 1937-35 oa, 220* 
1931-32 ne 243 1938-39 sia 238* 
1932-33 188 1939-40 ive 2627 


* Figures fixed in the budget. 
t > ae of the budget estimates. 


It can be seen that in 1930-31 the cost of the service 
reached the highest point, 251 million zlotys, out of which 
less than 23 per cent. is for internal debts service, and 
77 per cent. for external debts service. From that year, 
as the result of President Hoover’s moratorium and the 
devaluation of several currencies, and especially of the 
dollar, the cost of the service began to fall. In 1934-35, 
however, we notice a new turning point, when, as a result 
of an increase in the internal indebtedness, the cost of the 
service began to increase again. In the fiscal year 
1930-37, during which currency restrictions were intro- 
duced, several agreements with foreign creditors for a 
lowering of the rate of interest and a prolonging of the 
period of amortization were reached. Thus in the 
estimated cost of the debt service in 1939-1940, only 
30 per cent. is assigned for external debts, and 70 per 
cent. for internal debts. 

It must be stressed here that the indebtedness of the 
State is watched in Poland by the responsible persons 
with keen attention, and full realization of the danger 
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of the effects which any loss of stability in this sphere of 
financial life could have. This view was endorsed by 
the Minister of Finance, M. Kwiatkowski, in his budget 
speech before Parliament, on December 2, 1938, in 
announcing a new investment plan: ‘“‘ We have to plan 
not only the investments, but also the cost of their service 
in future budgets, to make sure that the national income 
of the Polish nation will rise in the same ratio.” 


Poland’s Foreign Exchange Policy 


By a Special Correspondent 


OLAND was one of the few countries which resisted 
Pp to the very last the tendencies towards exchange 
resirictions which made themselves felt after the 
outbreak of the world economic crisis. In order to 
counteract the unfavourable consequences of depression, 
many creditor countries, with England and the U.S.A. 
leading, carried out, during the years 1931-1933, a de- 
valuation of their currencies accompanied by the 
abandonment of the gold standard and the introduction 
of the principle of manipulated currency. Other 
countries, particularly the debtor countries, followed the 
e — of the Anglo-Saxon countries, and introduced 
varying systems of foreign exchange restrictions, open 
or hidden, which were also often supplemented by a 
devaluation of their currencies. In spite of such pro- 
found convulsions in the international system of 
currencies, Poland persev ered for many years, until 
April, 1936, in the principle of gold currency and a free 
movement of exchange, and abandoned this principle 
only under the pressure of irresistible circumstances. 
As early as 1930 the foreign creditors of Poland 
began, under the influence of the world depression, and 
of the general lack of confidence, to withdraw the credits 
granted during previous years. This efflux of capital 
included both commercial credits as well as financial 
credits received from foreign lenders by Polish industrial 
and commercial interests and banks. The trend of the 
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foreign liabilities of Polish banks during the period 193 
1933 is illustrated by the following figures 


Date Total of credits Decline during the year 
in million zloty in million zloty 
Dec. 31, 1929 .. rae 072 
Dec: SI, TOIS 2. + as 640.9 32.1 
Dee. 33, 19035 =. a 400.9 240.0 
Dec. 21, 19032 .. ner 2902.2 108.7 
Dee. st, 1933 247. 6 44.0 


As may bes seen from the above figures, foreign credits 
granted to Polish banks were reduced during the period 
1930-1933 by 425.4 million zloty. This decline was 
caused in the first instance by the withdrawal of the 
capital sums and in a lesser degree by the depreciation 
of the currencies of certain of the foreign countries. 

It may be mentioned that the withdrawal of foreign 
credits from Poland was not caused in every instance 
by lack of confidence in the economic position of Poland, 
or in that of Polish debtors, but often by the mobilization 
of assets due to foreign banks which found themselves 
in difficuities. As an example, Austrian banks whose 
credits granted to Polish banks amounted at the end of 
1929 to 96.9 million zloty, or 14.4 per cent. of all foreign 
liabilities of Polish banks, reduced their deposits in 
Poland to 19.3 million zloty by the end of 1933, or to 
7.8 per cent. of the total foreign liabilities of Polish 
banks. This precipitate decline was caused by the 
recall of foreign deposits owing to the difficulties in 
which Austrian banks were placed. 

The efflux of foreign capital from Poland led to a 
considerable decrease in the bullion and _ foreign 
exchange reserves of the Bank of Poland, as may be 
seen from the followi ing figures : 


Total 
Foreign reserves in 
currencies gold and Decline 
and foreign during 
Date Gold exchange exchange the year 
In million zloty 
Dec. 31, 1929 .. 700 526 1,226 — 
Dec. 31, 1930 .. 562 412 974 252 
pet. 3t, 169r tk. 600 213 813 161 
Dec. 31, 19632 .. 502 137 639 174 
Dec. 31, 1933... 470 88 564 75 
Dec. 31, 1934 .. 503 28 531 33 
Dec. 31, 1935... 444 27 471 60 
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While during the period 1929-1933 the decline of the 
gold and foreign exchange reserves of the Bank of 
Poland was caused, in the first instance, by the with- 
drawal of foreign deposits from Poland, the further 
decline of the reserves of the Bank during the second 
half of 1935 and the early part of 1936 was caused by 
the flight of Polish capital abroad, and by the hoarding 
of gold and foreign currencies. These adverse symp- 
toms were, to a large extent, the result of a lack of 
confidence which could be observed to exist in the 
foreign markets and which reacted on the Polish market. 
There was, in particular, the fear that a future devalua- 
tion of the currencies of the gold bloc countries, which 
included Poland, might cause a depreciation of the 
Polish zloty as well. Moreover, the low level to which 
the gold and foreign currencies reserves of the Bank of 
Poland had sunk during the critical period of 1930-1433 
exerted an adverse psychological influence. Although 
during the following years, 1935-36, the efflux of capital 
was considerably smaller than during the years 1930-33, 
nevertheless it caused a further decline in the reserves 
of the Bank of Poland, which was all the more 
dangerous, as already in the earlier years these reserves 
had declined to a relatively low level. 

The outflow of capital could not be overcome by a 
corresponding improvement in the balance of foreign 
trade. Although Poland did not follow the example of 
other countries which devalued their currencies, never- 
theless, thanks to the determined policy of deflation, it 
was possible to reduce internal prices and adapt them 
to the movement of world prices. In spite of this, Polish 
exports not only failed to expand, but even contracted, 
owing to the raising of customs tariffs and the introduc- 
tion of import quotas by a large number of countries. 

Another adverse factor in the shaping of Polish 
foreign trade was the decline in the prices of agricultural 
products—which represent the bulk of Polish exports— 
which was steeper than the decline in the prices of 
industrial goods imported into Poland. Moreover, 
industrial countries introduced a strict control of the 
imports of agricultural products in order to protect their 
own production, which together with the growth of 
clearing agreements, contributed to the emaciation of 
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international trade. Under the new conditions the 
prices at which goods were being exported ceased to be 
the deciding factor. As a result the favourable balance 
of Poland’s foreign trade was considerably reduced 
during the period 930-1936, as may be seen from the 
following statement : 

Surplus of 


Year Imports Exports exports 
in million zloty 
1930 es fa 2,240 2,433 187 
1931 1,468 1,879 4II 
1932 862 1,084 222 
1933 a = 827 960 133 
193-4 ee ner 799 975 170 
1935 wd Ha 861 925 64 
1936 oe o T,003 1,026 23 


In addition to the decline of the favourable balance 
of foreign trade, important sums due to Poland either as 
payment for goods or services received (i.e. railway 
transit) were frozen in the countries which introduced 
exchange clearings. 

The decline of the favourable trade balance made it 
impossible to obtain from this source the means 
indispensable for meeting the exceptionally large 
requirements of foreign currencies caused by the with- 
drawal of capital. Moreover, in view of the adverse 
trend of Poland’s foreign trade, the acquisition of foreign 
currencies needed for the service of the foreign debts 
became increasingly problematical. 

Another important source of acquiring foreign cur- 
rencies, namely, the remittances from Polish emigrants 
abroad, declined considerably owing to the crisis and the 
unemployment existing in most countries of the world. 
An additional adverse influence in this respect were the 
restrictions placed by various countries against immigra- 
tion of labour. These restrictions, which were already 
sufficiently severe before the crisis, were made even 
more stringent, and a number of countries went so far 
in their attempts. to protect the home labour market that 
they began to expatriate foreign labour. The decrease 
in the amount of emigrants’ remittances caused thereby 
is shown in the table on the next page. 
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Net inflow from 
emigrants’ 
Year Inflow Outflow remittances 
In million zloty 


1930 ; 291.5 52.5 239.0 
IQ3I ar 274.3 18.3 250.0 
1932 ei 2060.6 8.4 198.2 
1933 ; 548 151.8 72 134.0 
1934 di 7 151.6 42. 109.0 
1935 ikea ~ 168.5 64.0 104.5 


From the point of view of the balance of payments 
it must be particularly stressed that the immigration 
restrictions were applied in the first instance to both 
permanent and seasonal labour and, to a lesser degree, 
to colonists intending to settle in overseas countries. 
This latter form of emigration involves the necessity to 
effect the transfer abroad of considerable sums in 
foreign currencies for covering the cost of transport, 
acquisition of land, etc. Under such conditions, and in 
view of the unfavourable trend in Poland’s balance of 
payments, the emigration of prospective colonial settlers 
meets with serious obstacles. 

Taking into consideration all the difficulties enumer- 
ated above, against which Poland’s monetary policy has 
to contend, it may be stated by way of summing up that 
the introduction of foreign exchange restrictions towards 
the end of April, 1936, was caused by the efflux of 
capital, which could not be counterbalanced by the in- 
flow of currencies through the other items of the balance 
of payments, owing to the restrictions introduced by 
numerous foreign countries (even by some of the 
creditor countries) against the free exchange of goods and 
emigrant labour. These restrictions caused a decline in 
the favourable balance of various items of the total 
balance of payments, and rendered the maintenance of 
the service of foreign debts increasingly more difficult. 

The Foreign Exchange Control was introduced by a 
decree of the President of the Republic dated April 26, 
1936 (Journal of Laws, Nr. 32) on all foreign exchange 
dealings and transactions in the national and foreign 
currencies. According to the decree, transactions in 
foreign currencies can only be effected by special licence 
issued by the Foreign Exchange Committee, whose com- 
petence was defined by regulations issued by the 
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Minister of Finance on April 26, 1936. The measures 
introducing the control of foreign currencies were soon 
afterwards supplemented by the control of foreign trade 
entrusted to a specially appointed Committee for 
Foreign Trade. On May 14, 1936, the Minister of 
Finance issued-a new regulation imposing on all ex- 
porters the duty of selling to the Bank of Poland or 
other banks entitled to deal in foreign exchange, all 
currencies received in payment for goods exported. 

At that time, gold and foreign currencies in the 
possession of private individuals, other than the proceeds 
from current exports, were not liable to registration. 

With regard to the service of foreign debts and 
credits, Poland’s currency policy immediately after the 
introduction of exchange restrictions was necessarily 
drastic; subsequently, however, it again became more 
liberal. In June, 1936, the Polish Government sus- 
pended the transfer arising out of the service of national 
debts and local government debts incurred abroad, 
decreeing at the same time that the payment of interest 
and maturing capital must be effected at the dates due 
and paid into blocked accounts with the Bank of Poland. 
However, the Polish Government, desirous of resuming, 
within the limits of transfer capacity, the service of 
Poland’s public debts contracted abroad, entered into 
negotiations with their creditors with regard to the pay- 
ment of coupons and the conversion of the loans. As 
a result of this action, and of the simultaneous improve- 
ment in the balance of payments, the transfer of sums 
due on foreign debts was partially resumed in 1937, 
while during the following year negotiations led to agree- 
ments whereby a conversion of a large part of the 
national debts was carried out. 

As far as the outstanding liabilities of private indivi- 
duals are concerned payments are effected on the basis 
of individual permits obtained from the Foreign 
Exchange Committee. 

Thanks to the control of foreign exchange, the flight 
of capital and the hoarding of gold and foreign notes 
was arrested, thus eliminating one of the sources of 
pressure on the reserves of the Bank of Poland and 
facilitating the payment of those liabilities towards 
foreign creditors which were commercially justified. It 
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is obvious, however, that the control of foreign exchange 
could not affect, decisively, other items in the balance of 
payments, all the more so as payments due for goods 
imported were being met in full, despite the exchange 
restrictions. For it may be said that, in contra- 
distinction to certain other States, Poland did not employ 
the control of exchange as an instrument of commercial 
policy, or as a cover for credit expansion. The rate of 
exchange of Polish currency is uniform for all transac- 
tions. Both on the home as weli as foreign markets, the 
rate of the zloty is fixed near the 1937 parity without 
any exchange premium. 

Under such conditions, Poland's trade balance was 
being shaped independently from the conirol of foreign 
ite ht Imports increased owing to the revival of 
home industrial production and investments movement, 
which showed a constant growth from 1936. Exports, 
however, could not expand to the same extent, either 
owing to the obstacles encountered in foreign markets, 
or owing to poor crops gathered in the 1937 harvest 
which prevented the exports of cereals. As a conse- 
- nce, the favourable balance of trade was replaced 

a deficit in 1037. 

The policy of the Foreign Exchange Committee of 
regular allocation of the required amounts of foreign 
currencies for the payment of sums due for goods im- 
ported was bound to influence the position - the gold 
and foreign currency reserves of the Bank « f Poland 
as soon as the balance of trade deteriorated. The said 
reserves, which, immediately after the introduction of 
exchange restrictions (end of April, 1936), amounted to 
306 million z loty, were reduced by the end of July of the 
same year to 374 million zloty. Afterwards, however, 
in spite of the continuing unfavourable balance of trade, 
the total of gold and foreign currency reserves of the 
Bank of Poland inc reased uninterruptedly, reaching 471 
million zloty at the end of 1937. This increase, however, 
was produced by a number of special factors, such as the 
wroceeds of the French loan, a temporary release of 
hoarded gold, and a temporary reduction of payments 
in foreign exchange for the service of Poland’s foreign 


debts. 
During 1938 these favourable factors ceased to in- 
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fluence the balance of payments of Poland, which, on 
the contrary, again began to shape adversely owing to 
the resumption of the transfer of payments due for the 
service of foreign debts and to the deficit in the balance 
of foreign trade, which, during the first ten months of 
the current year, caused a renewed outflow of foreign 
currencies and a decline in the reserves of the Bank of 
Poland. 


Polish State Banks 
By Dr. Roman Gorecki 


President of the National Economic Bank 


N the banking system of the recreated Polish State, 
| public credit institutions play an important part. 

The Polish banks, as a result of the war and of the 
post-war inflation, were deprived of reserves and work- 
ing capital, and the available resources were insufficient 
immediately to satisfy the disproportionately large 
demand for capital. In these circumstances the 
State was compelled to mobilize funds for economic 
purposes, taking them from both receipts from taxes and 
from loans obtained on the home and foreign market. 

The Polish State Banks were called upon to play a 
very important part—the financial service of public 
economy in the strict sense of the word, the carrying on 
the work of reconstruction after the war and the finan- 
cing by means of State funds of the social and economic 
activities of the Government. 

In view of the fact that so vast a task might well 
prove to be beyond the power of a single institution, 
Poland called into being several separate State credit 
institutions, having various functions to fulfil. These 
were the National Economic Bank, the State Land 
— the Post Office Savings Bank and the Acceptance 

ank. 

The National Economic Bank was created in 1924 
by the fusion of three State banks, namely, the Bank 
Krajowy Galicji, founded in 1883 by the Polish 
autonomous authorities in the old Austria, which was 
transformed into the Polski Bank Krajowy in the new 
Poland, and two other credit institutions founded during 

M 
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the war, which were still operating after 1918, the Zaklad 
Kredytowy Miast Malopolskich and Panstwowy Bank 
Odbudowy. 

In the first years of its activities the Bank carried 
on various operations, assisting all the sections of 
economic life which had been threatened. It was not 
until 1927 that the Bank commenced to concentrate its 
attention on long-term credit operations, particularly for 
inve siment purposes, and the financing of those sections 
which had been neglected in respect of credits, although 
it was in the public interest that they should be 
encouraged. 

The scale of the activity of the National Economic 
Bank and its part in the economic life of Poland as a 
whole, which show a continued increase, in respect of 
both accumulated capital and credits granted, will be 
seen from the following figures (in millions of zloty): 


Bank’s own Total Total Total of the 
Years capital deposits credits balance sheet* 
TC 24 40 69 103 221 
1927 149 603 T.027 1.346 
929 201 672 1.472 1.77% 
1g31 214 {6 1.876 2.154 
1933 222 769 1.561 2.130 
1935 202 839 1.962 2.254 
1937 i i si 199 939 2.138 2.556 
1935 (Aug. 31) .. 201 905 2.248 2.608 


* Items not included in the balance sheet, collections, guarantees 
and acceptances. 


This progress should be all the more emphasized as 
in recent years the economic life of Poland has passed 
through a serious crisis, the overcoming of which de- 
manded from the National Economic Bank, as a great 
public institution, considerable sacrifices, such as, for 
instance, the writing off of substantial amounts for the 
relief of debts of local authorities and agriculture, at 
the expense of its reserves. In spite of this, the reserves 
of the Bank amounted on August 31, 1938, to Zl 51 
million. Owing to the fact that the capital remained 
unaltered at Zl 150 million, the Bank’s own capital is 
at the moment Z] 201 million. 

As to the capital entrusted to the Bank which form 
its working funds, the most important item are deposit 
which—it should be emphasized—have been acquiring 
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more and more of an investment character. They 
reached on August 31, 1938, Zl 488 million. Thus the 
Bank has become not only a repository for idle capital 
but also a reservoir for all money surpluses, primarily 
of those of the communal savings and credit institutions. 

On the other hand, in fulf filling its part as the instru- 
ment of the financial policy of the Government, the 
Bank has at its disposal substantial amounts of public 
funds and Treasury deposits, which totalled on August 
31, 1938, Zl 417 mil llion. 

Finally, the third source of funds, constituting the 
means for financing long-term credits granted by the 
National Economic Bank, is the issue of mortgage bonds 
and debentures, the circulation of which on August 31, 
1938, amounted to Zl go3 million, i.e. nearly 50% of all 
securities of this type in circulation i in Poland. 

The total credit operations of the Bank show a steady 
increase, reaching on August 31, 1938, Zl 2,248 million, 
of which Zl 903 million was issue credit and Zl 1,345 
million cash credit. In accordance with the principles 
of the credit policy, the financing of local authorities and 
of the building activity came first. The basic form of 
the operations, owing to the investment character of the 
capital involved in credits, was long-term issue credit. 
For the requirement s of local authorities, the Bank 
granted credits in communal debentures for Zl 417 
million and cash credits for urgent economic re- 
quirements for Zl 115 million. For housing construc- 
tion, the Bank has granted, since the beginning of its 
activity, up to August 31, 1938, Zl 394 million in mort- 
gage bonds and building debentures and Z] 285 million 
in cash. 

The co-operation of the Bank with industry is 
equally close. The Bank has granted to private 
industry credits totalling Zl 199 million in cash and 
Z\ 26 million in banking debentures. 

To agriculture, aid to which is the concern mainly 
of other institutions, the Bank granted credits totalling 
Z| 62 million in mortgage bonds and Z] 60 million in cash 
on short term. 

Mention should also be made of the so-called social 
credits amounting to Zl 50 million, i.e. credits granted 
on easy conditions for the fostering of artisans’ produc- 
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tion and to small traders, which are distributed through 
the medium of communal savings banks and credit co- 
operatives as well as of rediscount credits for private 
banks amounting to Zl 30 million. 

The other State Bank—the State Land Bank 
(Paristwowy Bank Rolny), created in 1919—is assigned 
a more specialized task—the financing of the reorganiza- 
tion of agriculture (creation of small holdings, etc.) and 
the financing of investments of agricultural units (for 
improvements, etc.), of the purchase of land for enlarging 
existing very small holdings, of the repayment of 
burdensome debts, and for working purposes. In addi- 
tion, the State Land Bank finances the creation and 
maintenance of orchards, facilitates the purchase of 
artificial fertilizers and agricultural machinery and im- 
plements for farmers, and assists agricultural trade, more 
specially the agricultural co-operatives. 

The development of the more important balance 
sheet items of the State Land Bank (since 1924, i.e. the 
date of the introduction of the zloty) is shown in the 
following table (in millions of zloty): 





Shortand Loans Total 
3ank’s Admin- medium from ad- of the 
own istered term ministered Issue balance 

Years: capital Deposits funds credits funds loans sheet 
1924 3,1 8,9 13,9 10,4 6,4 —_ 27,1 
1927 79,1 97,7. 120,06 129,9 93,8 41,4 424,9 
1929 148,5 1182 301,9 244,8 264,3 260,7_ 1.119,8 
IQ3I 165,6 148,3 426,1 227,06 401,7 338,r 1.468,1 
1933 170.4 140.7 548,5 189,0 504,7 283,0_ 1.582,: 
1935 137,7. 119,9 674,13 306,3 630,8 244,7 1.728,8 
1937 119,0 2090, 709,90 327,11 665,7. 214,9  1.912,0 


The State Land Bank, which had to bear the main 
burden of the conversion of both short-term and long- 
term agricultural credits, effected in 1933 and 1934, had 
to make very great sacrifices, for it was obliged not only 
to draw on its reserves, but also to reduce its paid-up 
capital. 

The Government funds administered by the Bank 
constitute the most important source of its working 
funds. These funds amounted on December 31, 1937, 
to Zl 709.9 million, the greater part of which were the 
funds of the Ministry of Agriculture and Agrarian 
Reform. 
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Deposits (term, savings and cheque accounts) 
amounted to Zl 177.2 million, and term deposits of the 
Treasury to Zl 32.4 million. Outstanding issues 
amounted to Zi 214.9 million, of which Zl 59.7 million 
were in improvements debentures and the balance in 
mortgage bonds. 


The total of medium-term and long-term credits 
sranted by the State Land Bank was Zl 327 million, 
mainly for the fostering of the agricultural manufactur- 
ing industries, the financing of domestic and foreign 
trade in agricultural articles and the replacement of in- 
dustrial plants. 

In the largest group of credits—in loans granted 
from the funds administered by the Bank amounting to 
Z| 665.7 million—the bulk is from the Working Fund 
of the Agrarian Reform for small holding and improve- 
ment purposes. Finally, the loans in mortgage bonds, 
amounting to Z] 155.1 million, were mainly granted for 
the payment of the balance of the price for holdings 
while the loans in improvement debentures, amounting 
to Zl 590.7 million were for improvement investments. 

The Post Office Savings Bank (Pocztowa Kasa 
Oszcezednosci) has a different character and task. It 
was created in 1919, and is mainly concerned with the 
accumulation of savings, the popularization of cheque 
operations, and especially non-cash turnover. In addi- 
tion, this institution conducts a life insurance business 
(people’s insurance) and carries on banking operations 
of every description. 

As regards the results obtained by the Post Office 
Savings Bank in the various spheres of its activities, em- 
phasis should be laid in the first place on the consider- 
able progress in its savings business. This process is 
based on the postal network, which enables the vast 
masses of the population to deposit their savings. 


The savings deposits at the close of 1037 at the Post 
Office Savings Bank reached Zl 781.8 million, and the 
number of savings books was 2,919,747. In 1937 the 
Post Office Savings Bank counted one savings book per 
12 inhabitants, and the average deposit per savings-book 
was Z]1 270. The activity in this section for the years 
1927-1937 is shown overleaf. 
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Years: Number of Deposits 
savings-books in mill. of zloty 
1927 v ba 179,643 67.6 
1929 , ie 434,305 173.0 
1931 eis ps 701,350 332.2 
1933 1,154,050 500.5 
1935 1,892,086 679.3 
1937 2,919,747 781.8 


Another section of the operations of the Post Office 
Savings Bank—cheque accounts—amounted in 1937 to 
Zl 32,700 million, of which Zl 8,000 million fell to cash 
turnover and ZI 24,700 million, or 76%, to non-cash turn- 
over. Total deposits on the 75,000 cheque accounts at 
the close of 1937 amounted to Zl] 255.6 million. The 
number of individual operations on cheque accounts 
amounted in 1937 to 52 million. In the table below is 
given a summary of the cheque accounts in the Post 
Office Savings Bank for the last ten years: 


State Annual Non-cash 
Years: of deposits turnover turnover 
on Dec. 31 (in (in milliards in % of the total 
millions of zloty) of zloty) cheque turnover 
1927 ai 133.: 15.9 59.2 
1929 ak 210.0 24.0 61.1 
1931 rae 177.0 22.0 65.6 
1933 , 207.0 25.3 73.2 
1935 = 202.4 27.5 70.4 
1937 a's 255-0 32.7 75.0 


The Post Office Savings Bank also conducts an in- 
surance business in the form of the so-called “ popular 
life insurance.” This showed at the close of 1937 
a total of 136,018 active policies for a sum of Z] 200.2 
million. 

The funds accumulated by the Post Office Savings 
Bank are chiefly employed for the purchase of fixed 
interest securities, issued both by the State banks and 
private credit institutions, thus enabling the use of these 
funds for productive credit operations. In addition, the 
Post Office Savings Bank grants direct short term credits 
(against bills of exchange and in lieu of securities, etc.). 

The investment policy of the Post Office Savings 
Bank is concerned with the creating of complete security 
for deposits and with the maintenance of adequate 
liquidity of its assets. The remaining assets of the first 
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degree of liquidity are being maintained at a high level, 
amounting in 1937 to 21.5% of the accumulated capital. 

For the convenience of customers, the Post Office 
Savings Bank conducts an agency department for the 
transfer of money ‘to foreign countries and collections 
of bills of exchange; it accepts deposits, hires safes and 
carries out exchange transactions. 

There are many Polish emigrants in European and 
overseas countries. The Post Office Savings Bank, 
through a special bank created under the name of 
Polska Kasa Opieki, which has four chief offices and 
twenty-eight branches and agencies in France, the 
Argentine, Palestine and the U.S.A., encourages the emi- 
grants to make savings, gives them financial assistance 
and help in many other ways. The total deposits on 
savings-books and current accounts at the head office 
and foreign branches of the Post Office Savings Bank 
at the end of 1937, after being converted into zloty, 
amounied to Zl 34.1 million. The cheque accounts 
amounted to Zl 70.8 million. The total turnover of the 
Post Office Savings Bank and its foreign branches and 
agencies amounted in 1937 to some ZI goo million. 

There still remain a few words to be said of the 
fourth institution—the Acceptance Bank (Bank Akcep- 
tacyjny)—which, though created as a joint-stock com- 
pany, may be regarded as a State bank, in view of the 
fact that its entire capital is owned by State banks and 
State institutions. 

This Bank, created in the middle of 1933, was 
entrusted mainly with facilitating the conversion of 
short-term agricultural credits by the granting of accept- 
ance credits to those institutions engaged in effecting the 
conversion operations. This activity was completed by 
the Acceptance Bank in 1937. Since the foundation of 
this Bank until the end of 1937, the Bank has accepted 
413,600 conversion agreements for a total of Zl 440.3 
million. The Bank at the same time accorded to the 
creditor institutions acceptance credits totalling Zl 335 
million, of which only Zl 211 million were used. In 
addition, the Bank issued 43% debentures for the 
acceptance of certain agricultural claims totalling Zl] 52 
million. 

As will be seen from this brief survey, the State 
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Banks have been able to accumulate in the course of 
their activities, in addition to public funds, considerable 
amounts of private capital as well. Having at their 
disposal important funds, they have developed credit 
activity on a large scale. When granting credits, they 
have given priority to public interests, encroaching only 
very slightly on the sphere already sufficiently served 
by the private banks. In Poland the co-operation be- 
tween public institutions and private banks in the 
granting of credits has developed favourably and 
harmoniously to the great benefit of the economic life 
of the country. 


Banking in Poland 
By Witold Broniewski 


Vice-President of the Union of Banks in Poland 


N order to appreciate the present position of Polish 
I banking it is indispensable to consider its post-war 
development, because, thanks to the sound founda- 
tions and to the important reserves accumulated before 
the war, Polish banking was able to overcome all the 
difficulties of the war period. 
A comparison of the position of Polish private banks 
before the war and immediately after the war is shown 
as follows: 





1913 1918 

(in million marks) 
Discounts and credit accounts .. - 619.6 1,156.7 
Deposits .. - beg 7 ed 434.6 1,159.9 
Capital of the banks ei ss mt 254 355-5 


No sooner had Poland regained her independence 
than she was forced to engage in a troublesome war both 
in her own defence and in that of Christian Europe and 
which she had to wage with her own strength and re- 
sources. In such circumstances, the Polish National 
Loan office taken over from the occupying Powers 
became the Treasury of the Polish State, covering all 
needs by means of note issues. The needs arising out 
of this war were so great and urgent that very soon all 
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restrictions with regard to the limits of note issues were 
thrown to the winds, thus inaugurating the era of in- 
flation which led to the super-inflation of 1923. The 
following figures illustrate this development during the 
years 1919-1923: 


Notes in circulation Indebtedness of the 
Treasury 
(in thousand million marks) 
1919 i = 53 6.9 
1920 Rea av 49.3 59.6 
1921 7 ae 220.5 221 


1922 oo is 793-4 675.6 
1923 Pr ~+ %125,372.0 III,332.0 
(x dollar equalled Mk. 6,400,000) 

Under such conditions, Polish banking was unable to 
develop in a rational way or to carry on any banking 
policy, because the accumulation of savings in the form 
of banking deposits became useless. In these circum- 
stances, Polish banks found a new field of activity, which 
theoretically may appear objectionable, which, however, 
in the then existing situation imposed itself; namely, 
they took over from the nationals of the occupying 
powers, which were obliged to give up the Polish terri- 
tories held by them, important industrial plants, which 
the banks put back into production by financing new 
investments indispensable for the modernization or re- 
construction of war-damaged factories. In this way the 
banks directed the savings of the community—which 
could not remain safely deposited in view of the rapidly 
depreciating value of the mark—into the purchase of 
industrial shares. 

Nevertheless, the period between 1919 and {1923 left 
its damaging stamp upon Polish banking, because in the 
unhealthy atmosphere of inflation and super-inflation 
all principles of sound banking policy were forgotten. 

Towards the end of 1923 and the beginning of 1924 
the Government made a great effort to master the situ- 
ation: the budget was balanced and the printing of 
banknotes was arrested, while the nation, roused to a 
great patriotic effort, subscribed 100 million zl. offered 
as the share capital of the Bank of Poland to be estab- 
lished. Just as in 1920 the nation successfully defended 
the liberty and integrity of the Republic against the 
Bolshevik invasion, so now the whole nation answered 
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the appeal for saving the national economy from collapse 
and ruin. The Bank of Poland began its operations in 
April, 1924, and from that year onwards all economic 
activities of the country, and in particular Polish bank- 
ing, were adapted to normal and stabilized conditions of 
work. The marks left by the period of inflation, how- 
ever, were still so strong that the process of adaptation 
was meeting with obstacles. The economic atmosphere, 
in spite of the readjustment effected in 1924, was not yet 
cleared completely and a surgical operation in the form 
of a collapse of currency about the middle of 1925 
and a political upheaval of 1926 were needed in 
order to shake up the leaders of Polish economy and 
the Polish community at large, and to stamp out 
all traces of the past abnormal period. As will be 
seen from the above, Polish banking had to contend 
with anything but easy conditions in which to develop. 
After the period of inflation, 1919-1923, the balance-sheets 
drawn up in the new, stabilized currency showed the 
enormous losses suffered, whereby the whole apparatus 
of credit was weakened. As from 1924, Polish banking 
had to begin all over again in order to recreate itself and 
to fulfil the urgent tasks awaiting it in all sections of 
the economic life of the rebuilt State. It was necessary 
to reorganize completely the whole banking apparatus 
and to adapt it to normal methods of work, to reduce 
the outgrown structure to the real requirements of 
national economy, and, finally, to prepare the meagre 
resources for withstanding the new crisis looming on 
the horizon, which set in in 1925. During this second 
period Polish banking successfully passed the most im- 
portant test. It is true that all the institutions which 
were established during the period of inflation upon 
doubtful foundations were obliged to go into speedy 
liquidation, but this operation cleared the ground for 
those banks which were built upon sound foundations 
and were able after the necessary reorganization to 
undertake with redoubled energy the work awaiting 
them. 

The trials and tribulations through which Polish 
banking went pees their ample reward in the 
shape of increased confidence on the part of the public, 
which inured itself against flights of nervousness. 
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During the last decade Polish banks had to pass 
through more than one danger, such as the breakdown 
of Austrian and German banks, the collapse of a number 
of European currencies and of the American dollar and 
finally a profound and prolonged world crisis. And it 
must be stated that Polish banks passed through all 
currency disturbances and through the crashes of foreign 
banks without any suspension or restrictions in the 
payment of their obligations. It may also be added that 
of all the countries of Central and Eastern Europe 
Poland was the last to introduce currency restrictions 
(end of April, 1936); forced to it by the policy of neigh- 
bours. Ihe events mentioned have, of course, exerted 
their influence on the general position of Polish banks, 
but with their past experience they were able sufficiently 
to strengthen their affairs and to observe with caution a 
policy of liquidity and of prudence in granting credits 
to reduce to manageable proportions the adverse con- 
sequences of repeated withdrawals of credits which 
occurred during the crisis. 

From June, 1924, to August, 1938, deposits in private 
banks increased seven-fold, and it must be emphasized 
that during the last decade the character of deposits 
changed, because the small depositors gradually trans- 
ferred their savings from the great joint stock banks to 
savings banks. The latter institutions have undergone 
during the same period an impressive development, for 
their savings deposits increased from 1924 to 1938 as 
much as 68 times. A comparison of the increase of 
small and large deposits points to an undoubtedly sound 
development of savings in Poland. 

The figures relating to the growth of credit during 
the same ‘period of time show that credits granted by 
private banks in the form of discounts and open credits 
increased six times, exclusive of long-term credits and 
of the short-term credits granted by the State banks, 
which were established for the purpose of undertaking 
special tasks of a national character. 

In short, it may be said that the results achieved by 
Polish banking are considerable indeed, and they 
promise a further assured development resting on lasting 
and sound foundations. 
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Agriculture and Forestry in Poland 
By Kazimierz Stamirowski 


Vice-President of the State Agricultural Bank 


OLAND is predominantly an agricultural country, 
with over 60 per cent. of her population employed 
in agriculture and forestry. This has been caused 

by the conditions in which the political and economic life 
of Poland has developed. It presents a sharp contrast 
with Western European countries, where the agricul- 
tural population forms only a small section, and where 
the holdings are much larger. 

Until 1918, the Partition Powers governing Poland 
were doing their best to destroy any efforts by Poles to 
organize their economic life. When, after the Great 
War, Poland regained her independence, the country, 
which had been a battlefield for four years, stood in 
ruins and the capacity for production was extremely 
low, especially in agriculture. Soon, however, the 
Government started the great task of organizing and 
raising the standard of production. In agriculture it 
consisted, at first, in improving the general education of 
the peasantry. Then followed professional instruction, 
setting up of more profitable branches of agriculture, 
intensification of production, organization of the agri- 
cultural industry and commerce, and, lastly, the 
standardization of production. 

Although not all these tasks have been perfected yet, 
the work of raising Poland’s economic production during 
the last twenty years has been remarkable, and its results 
are visible in every branch of economic life. 


PRESENT STATE OF AGRICULTURAL PRODUCTION 


Poland has 25,589 thousand hectares of land utilized 
for agriculture and 8,322 thousand hectares of forests. 
The climate in Poland is temperate; the agricultural 
lands, on the whole, poor and sandy, making the grow- 
ing of more fastidious plants, like wheat, very difficult. 

The fact that, despite these adverse conditions, the 
crops in Poland are little inferior to crops in Western 
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European countries is due to the very productive work 
of the Polish peasants. 

Poland’s share in the world production of the most 
important fieid-crops is as follows: 


Wheat Rye Barley Oats Potatoes 
Production in 
millions quintals: 
World .. .. 1,266 442 401 599 2,200 
Poland .. ae 21.3 63.6 14 20.4 342.8 
Percentage of the 
total world production: 


Poland iy 14.4 3.5 4.4 15.6 
France 5.5 1.6 2.4 6.7 6.8 
Germany . 3.5 16.7 8.5 9.4 at.3 
United States .. 13.4 1.5 8.0 109.1 1.1 


The production of wheat in Poland is smail because 
of the comparatively poor soil. In the production of rye, 
however, Poland is one of the biggest growers in the 
world. Poland also produces more bariey than France, 
and has a considerable amount of land pl oats. In 
the world production of potatoes, Poland comes second 
after Germany. Polish potatoes are of a high quality 
and are exported to many Continental countries. 

Of other field-crops, Poland produces: 25 million 
quintals of sugar-beet, _ thousand q. of linseed, flax, 
2 million q. of buckwheat, 1 million q. of maize, 1 million 
q. of millet, 1.5 million “4 of peas, 500 thousand q. of 
colza, 15 thousand q. of hops and too thousand q. of 
tobacco. 

The production of agricultural industry is as follows: 
beet sugar, 457,400 tons; alcohol, 78 million litres; beer, 
317 thousand hectolitres; starch, 280 thousand q.; 
potato syrup, 125 thousand q. 
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BREEDING OF Domestic ANIMALS 
The number of domestic animal livestock in Poland 
and other countries is as follows: 


Poland France Germany U. States 

in thousand head 
Horses wea 3,890 2,742 3,407 II,163 
Horned cz ttle. a 10,572 15,755 20,005 65,930 
a. 2 4 we 7,696 7,117 26,007 44,418 
Sheep sa 7 3,188 9,994 5,364 5,219 
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It will be seen that Poland has more horses than 
France or Germany. This is due to the popularity of 
the horse as a working animal, in preference to the ox, 
The standard of breeding of cavalry horses in Poland is 
also very high. 

The farming of poultry becomes more popular with 
every year, and Poland now exports large numbers of 
chicken and geese. There are 35 million chicken, 12 
million geese and 8 million ducks in Poland. Poland is 
one of the largest exporters of eggs in the world, and her 
yearly production exceeds 3,000 million. 


AGRICULTURAL EXPORTS OF POLAND 


Value of the 

1934-35 1935-30 1930-37export 1936-37 

in thousand tons in million zl. 
Total agricultural produce 1,518 1,543 1,296 502 
Plant products .. ~» ‘3,300 1,041 876 180 
(a) Field-crops pee 958 7607 690 IOI 
(6) Lentils i — 30 85 63 17 
Livestock * ao «+ EGOS 1,520 1,494 42 
Pigs 7 7 ar 156 183 197 26 
Animal products . . “i 70 100 II5 228 
Meat preserves . . ee 32 47 60 129 
Eggs het oe — 19 27 22 27 
Butter .. = a 4 9 IO 19 
Agricultural industry... 288 402 305 52 
Flour... a it 96 245 1601 23 
sugae «... ne , 112 78 50 7 


* In thousand head. 


The most important importers of Poland’s agricul- 
tural goods are Great Britain, Germany and the United 
States. 

FORESTS 

Polish forests are among the most beautiful and best- 
kept in Europe. They cover nearly a quarter of the 
whole country, their total area being 8.5 million hectares, 
of which 3.2 million hectares belong to the State. The 
majority of the trees are pines and spruces, but oak is 
also common. The annual cutting of thick wood 
amounts to 17 million cubic metres, out of which 55 per 
cent. is timber and 35 per cent. firewood. The high per- 
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centage of timber shows that the forests in Poland are 
well cultivated. In the internal market the greatest 
demand for timber comes from the building industry. 
There is also a large demand for wood from distilleries, 
paper-mills and furniture and plywood factories. 

In 1937 Poland exported 1,693,000 tons of wood and 
wooden products, of which 493,000 tons were of timber, 
136,000 tons of paper-pulp, 98,000 tons of pit props, 
70,000 tons of plywood, 169,000 tons of railway sleepers, 
and 10,000 tons of coopers’ goods. About 45 per cent. 
of Poland’s wood exports goes to Great Britain, 18 per 
cent. to Germany, 10 per cent. to Holland, and 5 per 
cent. to Belgium. 


The agricultural problem in Poland is a very difficult 
one. The land is greatly over-populated, and industry 
has not reached the stage of development in which it 
could absorb the whole agricultural production. There- 
fore, Poland had to concentrate on the production of 
high-grade agricultural goods for foreign markets. The 
result of this policy can be seen in the ever-increasing 
proportion of agricultural goods in Poland’s export 
trade. 

The second kind of activity was the organization of 
the agricultural trade, which was in a very primitive 
stage of development. The agricultural co-operative 
societies have done much to stimulate this movement, 
but the most important part has been played by the 
State. It introduced, firstly, special legislation regu- 
lating the trade, and then created series of important 
organizations, such as cold-storage, grain elevators, fruit 
storage, and great foodstuff factories. 

This process of agricultural expansion and of raising 
the standard of production necessitated great capital 
outlay. Some of this was provided by agricultural 
organizations, such as the Central Bank of Agricultural 
Co-operatives. The most important body in agricul- 
tural finance is, however, the State Agricultural Bank, 
Which has financed both internal and external trade, 
agricultural industry, building of elevators and factories, 
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and the communal agricultural credit. The export sub- 
sidies of the Bank in 1937 amounted to 58 million zloty, 
or over 12 per cent. of the total value of the exports, 
Short-term credits for the internal market were over 33 
million zloty. In 1936 and 1937 the Bank financed the 
construction of 30 grain elevators and 50 storage. 
buildings for fruit. The Bank owns the large cold- 
storage plant in Gdynia with all its branches, and four 
preserved meat factories, representing 12 per cent. of the 
total production of preserved meat in Poland. 

The activity of agricultural trade organizations, and 
of trade and industrial bodies, has done much to raise 
the standard of Polish agriculture during the last twenty 
years, but there still remains a great deal to be done. 
The aims of the State and of the agricultural organiza- 
tions are very high; a strenuous effort and large capital 
will be needed to fulfil them. The results attained 
during the twenty years of free agricultural development 
in Poland make it certain, however, that future progress 
will be even more rapid. 


Poland’s Foreign Trade 
By T. Geppert 


Divector of the Department of Commerce, 
Ministry of Industry and Commerce 


important part in the whole economic and 
financial life of the country, the non-commercial 
turnover amounting only to a small part of the total 
balance of payment. Thus, it has been established that 
the commercial turnover contributes over 70 per cent. 
of the total balance of payments. 
The total balance of payments in Poland is composed 
of three main parts: the balance of services, the balance 
of one-sided obligations, and the trade balance. Of 


- HE volume of foreign trade in Poland plays a very 
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those the balance of services is usually positive, and the 
balance of one-sided obligations, as in all debtor 
countries, negative. Those two positions have, on the 
whole, a tendency to balance each other. The trade 
balance, on the other hand, depends both on the state 
of the economic development of the country, and on the 
conditions of the foreign markets. 


During the years of greatest industrial development 
in Poland, 1926-1930, the trade balance was always 
negative. The total balance of payments, however, was 
easily kept in equilibrium through the influx of foreign 
credit. During the crisis, the rapid out-flow of capital 
from Eastern and Middle Europe coincided in Poland 
with a sharp fall of prices, especially in agriculture. This 
has caused important changes in the absorptive power of 
the internal market, and at the same time increased the 
possibilities of Polish export trade. The years 1931, 
1932, 1933, cover a period of high surplus of exports in 
Poland’s foreign trade, thus helping to balance the 
budget, despite the constant out-flow of capital. Owing 
to the elasticity of her exports, Poland was the only 
debtor country in the world, which preserved free 
monetary exchange and fulfilled all her financial obliga- 
tions for many years. 


In 1936, however, because of the set-back in export 
trade, Poland was compelled to impose currency 
restrictions. As long as the export trade in Poland 
fulfilled the duty of balancing, with a surplus, the 
diminished imports, caused by the deflationary policy 
of the Government, the surplus from the exports helped 
to balance the budget. Towards the end of 1935, 
however, the internal production in Poland expanded, 
the world prices of raw materials necessary for this 
production rose, and as a result, Polish export trade 
could no longer balance increased imports. 


One cannot blame all the difficulties, which con- 
fronted the Polish export trade, on the difference of 
prices in Poland and abroad in zlotys. The comparison 
on the international scale of internal price indices, leads 
very often to misleading conclusions, but even so, the 
prices in Poland in 1935-36 were not much below the 
average world prices, especially if one takes into con- 
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sideration, that between 70-80 per cent. of Poland’s 
exports are agricultural products, raw materials and 
half-finished goods. Therefore we can rather attribute 
those difficulties to the restrictions introduced in the 
most important markets of Polish export trade. 


The three countries which imported most of Polish 
agricultural goods, and which were situated nearest to 
Poland, i.e. Germany, Czechoslovakia and Austria, 
began to restrict their agricultural imports already in 
1929. As a result Poland had to direct her export of these 
goods to more distant markets, where, however, since 1931 
they have had to encounter also various quota regula- 
tions, imposed on those countries by the economic crisis. 
This was felt mostly in the French, Belgian and Dutch 
markets, and as, at the same time, all South-East 
European countries introduced Pre Pee restrictions, 
Polish export trade was compelled to look for even more 
distant markets. 

All these difficulties have caused the average monthly 
value of Polish ex] orts, which in 1928 amounted to 209 

ilion zlotys, to shrink to 77-80 million zlotys in 1933- 
35. In the beginning, this situation did’ not affect 
verse ly the trade balance, as the fall in prices of raw 
naterials and diminished economic activity in the in- 
pemie market led to even more restricted imports, so that 
the total trade balance was positive. The position began 
to change when, as already mentioned, from 1935 
onwards the internal production in Poland expanded 
and at the same time the prices of raw materials in the 
world market rose, thus causing a sharp increase in the 
value of imports. The average monthly value of 
imports in 1934 amounted to 66.5 million zlotys; in 1935, 
71.7 million zloty s, in 1936, 83.6 million zlotys, and in 
937, 104 million zlotys. During the present year the 
value of imports exceeds 110 million zlotys monthly, the 
increase being due mainly to the import of machines 
and equipment, caused by the expansion of invesiment 
moven nent in the country. This rise in imports indicates 
clearly, that the economic structure of Poland is under- 
going a rapid process of industrialization. 


Until 1937, although the imports to Poland rose 
quicker than exports, the value of the export trade also 
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increased, because of the improvement in international 
trade and general rise in prices. This situation was 
changed when, in the middle of last year, a trade 
recession developed in the United States, with wide 
repercussions in all markets. The recession came un- 
expectedly, when all countries were expanding their pro- 
duction and Poland, like all agricultural and raw-material 
producing countries, was badly hit. In 1938 the value of 
imports to Poland decreased, and the value of exports 
showed a further increase, caused by the comparatively 
small fall in prices of raw-materials exported by Poland, 
such as coal, and a large proportion of products of 
animal origin in her agricultural exporis. This did 
not stop an increase in the adverse trade balance, but, 
on the other hand, it prevented a complete transform- 
ation of the structure of foreign trade, which we notice 
in Hungary, Rumania, Australia and the Argentine. 

The future of Polish foreign trade depends entirely 
on the general tendencies in the world markets. If the 
present state of confusion caused by the American reces- 
sion and political developments persists, Poland will be 
compelled to watch carefully the changes in her balance 
of payments. At present Poland still applies a liberal 
policy in assignment of foreign currencies, when dealing 
with countries, whose imports to and exports from 
Poland balance each other, as is the case with the United 
Kingdom. If, however, the value of Polish exports 
should show a further decrease, and the foreign currency 
obtained from surplus exports to various countries not 
suffice to cover Poland’s financial obligations towards 
those countries, Poland will be compelled to introduce 
new restrictions in order to keep her total balance of 
payments stable. 
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Industrial Development in Poland 
By T. Slawinski 
"T agtic is a tendency to describe Poland as apn 


agricultural and raw-material-producing country, 

This view is still held in spite of the fact that the 
economic structure of Poland is undergoing a rapid 
process of industrialization. Many signs of this evolution 
can be noticed in the international markets. The pro- 
portion of investment goods in Poland’s foreign trade, 
for instance, is growing every year and has caused, 
despite the steady development of the Polish export trade, 
an unfavourable trade balance during the last two years, 
One can also point to the part played by Poland in various 
international trade agreements, such as the Anglo-Polish 
coal pact, the International Steel Cartel, the International 
Sugar Agreement and the International Nitrate Agree- 
ment. It is obvious that Poland’s participation in those 
agreements became possible only after Poland had reached 
a high level of industrial development. 

An important question arises here: Were the causes of 
Poland’s industrial development natural, or were they 
artificial, based on the popular doctrine of economic 
self-sufficiency, the policy of autarchy? The answer in 
the case of Poland is an easy one. The most basic 
principle of production, the most vital cause of its existence 
and development, is undoubtedly the possession of a 
market for the goods produced. Poland of to-day is a 
country of 35 million consumers. It is a country with 
a rapidly inc ‘reasing population, with an ever widening 
market and ever rising standard of living. The standé rd 
of living in Poland is still comparatively low, and that is 
why we cannot be quite certain that its rise will be 
permanent and unaffected by the fluctuations in world 
trade. 

It can be seen, therefore, that in the national economics 
of Poland two tendencies are predominant : 

(1) The permanent numerical increase in the demand 
for industrial goods. 

(2) The dev elopment of markets for an ever widening 
variety of goods. 
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At the same time it must be stated that this potential 
market for industrial goods will develop into a real one 
only when the consumer will at the same time become 
a producer. The agriculture in Poland cannot secure 
enough income for the increasing population. Thus the 
only way of creating a class of potential consumers is by 
the industrial development of the country. 

I am stressing the human element in describing the 
natural causes of industrial development in Poland, as 
I consider it to be of decisive moment. This theory, 
however, does not mean that we can underrate the im- 
portance of the raw materials in the development of 
industries. In this respect Poland’s position is very 
strong. Poland has a surplus of several important raw 
materials, such as coal, timber, potash salts and spelter ; 
several others are found in quantities sufficient for 
domestic requirements, such as oil and iron ore. The 
sources of industrial power include coal, oil, mineral gas, 
and an abundance of water power in the Southern 
provinces. 

It is interesting to trace the direction of the industrial 
development in Poland during recent years, and the 
extent to which it followed the natural conditions for 
development. Much valuable information on this matter 
can be found in recent publications dealing with the 
development of the country during the twenty years of 
regained independence. 

In the chemical industry, for example, the total 
amount of capital invested during the last twenty years 
is estimated as about 1,500 millions zl., a very large 
sum for Poland. In this industry, most remarkable 
is the development in the production of rayon fibres, 
in which over 110 millions zl. were invested. Instead 
of one factory, which was destroyed during the Great 
War, there are now three great modern factories pro- 
ducing rayon. 

There has been an enormous development in the 
Polish nitrate industry, which has two modern plants 
in Moscice and Chorzow; considerable progress can be 
noticed in the technique of the production in cokeries 
and refineries. The pharmaceutical industry has in- 


creased home production by purchases of foreign patents 
and licences. 
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The development of the metal manufacturing 
industries has been just as_ remarkable. Over 
2,000 million zl. were invested in those industries since 
1918. Several entirely new industries were developed, 
such as the aeronautical, electrotechnical and motor-car 
industries. There has been a great increase, both in 
quantity and quality, in the production of engines, tools 
and various machinery. The production of locomotives 
and of other railway rolling-stock, which has pre-war 
traditions, is now greater than the requirements of the 
Polish railways. 

In the paper industry the number of plants has 
doubled during the last twenty years, and the cellulose 
industry has undergone a similar development. A great 
cellulose mill has been built recently in Niedomice, 
and a second one is under construction in Lawna. 

It is not my purpose, however, to discuss in detail 
the individual branches of Polish industries, but to 
trace some of the tendencies governing the general 
industrial development of Poland. One of them is, 
clearly, the tendency of the industries to produce goods 
of increasing variety: in all the industries discussed 
above new branches have developed during the last 
twenty years. The second is a tendency towards a more 
advanced and finished production. This can be seen 
best in the chemical and electrotechnical industries, 
which have become highly specialized. 

The development in the industrial production has 
caused, despite the increasing degree of mechanization, 
an increase in the number of industrial workers. On 
October 31, 1938, the number of workers in the heavy 
and medium industries was 900,000, and the number of 
work-days in 1937 was nearly 1,500 millions. 

Another great national undertaking is the Central 
Industrial region, which is arising in a triangle formed 
by two great rivers, the Vistula and the San. New 
industrial enterprises in this region profit from various 
privileges, especially from the reduction of taxes. The 
Government is encouraging the industrialists by im- 
proving the transport, regulating the rivers and developing 
hydro-electric power stations. The realization of this 
great plan began only two years ago, but several indus- 
trial plants are already working, and the construction ol 
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others is rapidly nearing completion. There are factories 
producing agricultural machinery, synthetic rubber, tyres, 
tinned foods, accumulators, shoes, clay goods and cast 
metals. 

The same reduction of taxes applies to the Eastern 
provinces of Poland. In both cases the guiding principle 
is to cause a more even distribution of industries over the 
whole country. Owing to historical causes the industry 
in Poland has been concentrated, until now, in the central 
and South-Western parts of the country. This concen- 
tration had many adverse effects from the sociological 
point of view. As there is still a wide field for industrial 
investment in Poland, this territorial redistribution is 
effected, not by the transfer of the existing establishments, 
but by causing the new establishments to arise in non- 
industrial regions. 

The whole Polish nation is supporting this bold 
policy of industrialization, seeing in it the economic 
foundation of the political power of the country. The 
economic policy of the Government is also directed 
towards this end, as is shown by special legislation. 
Thus, in addition to the already mentioned reductions 
of taxes for new establishments in the Central Industrial 
region and Eastern Poland, the Government has freed 
from income-tax all the dividends from shares. 

This short review of the tendencies in the development 
of Polish industries indicates that Poland has now 
reached a very interesting stage of transformation of her 
economic structure from agricultural to industro-agri- 
cultural. This evolution can be noticed even in the 
agricultural production of Poland. The proportion of 
manufactured agricultural products, such as _ tinned 
meats, in Poland’s agricultural exports is increasing 
every year. 

It is well known that the industrialized countries 
play a more important part in the international trade 
than the purely agricultural countries. From this point 
of view alone, the industrialization of Poland is a matter 
of great interest, especially as it offers great opportunities 
for foreign investors. 
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The System of Communications 
in Poland 
By Julian Piasecki 
Under-Secretary of State in the Ministry of Communications 


HE Polish nation has always been conscious of the 
importance of communications in the national life 
of the country. As early as the second half of the 
eighteenth century two canals—Krolewski and Oginskiego 
—were built, connecting the Baltic and the Black Sea, 
through the Vistula and Dniepr and their tributaries. Be- 
tween the years 1815 and 1863 the construction of metalled 
roads was started by the autonomous Polish government 
in the territory of the old Kingdom of Poland. The roads 
built during that time are even now in considerable use. 
The first railway-line in Poland, the so-called 
‘“Warsaw-Vienna railway,’ was constructed by the 
same autonomous Polish government in the _ years 
1815-1848, only twenty years after Stephenson’s 
discovery. The length of this line was about 160 miles. 
Thus it can be seen that the traditions of the Polish 
communications system date back to the eighteenth 
century, i.e., the beginning of the modern era in 
communication. 

In 1918 Poland possessed a railway system consisting 
of three independent networks which not only had a 
varied rolling-stock, but ditferent gauge lines. During 
the six years of war, also, 40 per cent. of railway bridges, 
81 per cent. of water-pumps, 63 per cent. of stations, 
51 per cent. of goods stores and 48 per cent. of railway 
workshops were destroyed. The lines and the sleepers 
were in a bad condition. 

During the twenty years, 1918-1938, all the war 
damages were repaired, the rolling-stock renewed and 
increased, and 1,100 miles of standard-gauge railways 
and 225 miles of narrow-gauge railways built, to improve 
the railway system. The signal system was improved, 
and most stations now possess all modern traffic safety 
devices. The total length of the standard-gauge railways 
in Poland amounts now to 11,481 miles (18,730 kilometres), 
and of narrow-gauge railways to 1,406 miles (2,250 
kilometres). 
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In 1913 Warsaw had six important stations connected 
by a loop-railway with a single railway bridge over the 
Vistula. The number of trains per day amounted then 
to 200. The development of modern Warsaw and of 
suburban cities caused a great increase in passenger 
traffic. The number of trains per day amounts now to 
550 and increases with every year. This necessitated the 
construction of a second bridge over the Vistula, and 
the reconstruction of some of the terminal stations into 
transit stations (for through traffic). The reconstruction 
of the Warsaw railway junction is being executed now at 
a great speed. New passenger and technical stations 
are being erected—the Great Central Station will be 
completed in autumn of 1939, and the passenger and 
goods traffic completely separated. The inter-urban 
and suburban lines were electrified and electric automatic 
signalling introduced. 

The second great enterprise of the Polish railways is 
the construction of the railway in the port of Gdynia. 
In a few years, in place of a small local station, an 
extensive system of railway stations with most modern 
trans-loading equipment and 125 miles of railway lines 
were completed. ‘This station is now serving the largest 
port on the Baltic, with a turnover of goods of over 
8,600,000 tons in 1937. 

During the next few years the construction of over 
goo miles (1,500 kilometres) of new railway lines is 
planned. A new “coal-line’’ is projected connecting 
Silesia with the agricultural regions of South-Eastern 
Poland, and also a new line improving the communication 
between the Baltic and the Black Sea, and between the 
North-Eastern provinces and Gdynia. 


ROADS 


In 1918 the total leng-h of metalled roads in Poland 
amounted only to about 27,315 miles (43,700 kilometres), 
or to 11 kilometres per 100 sq. kilometres of the area. 
The roads were mostly in a bad condition, and 75 per cent. 
of the bridges were made of timber. The expansion of 
the road system to suit the national needs of the country, 
and the modernization of the existing roads was a problem 
which needed an enormous capital outlay. 

During the first years of independence, owing to the 














se Renee 


150 ‘THE BANKER: 





great needs of the country, only small sums could be 
assigned for the reconstruction of roads, but even during 
that period much of the war damage was repaired. 
The world economic crisis, which af flected Poland no less 
than other countries, hindered for a few years the develop- 
ment of road inv estments. Thus the construction and 
modernization of roads in Poland began on a large scale 
only in 1934, _— is now increasing with every year. The 
length of new metalled roads in Poland constructed 
during the last twenty years is over 12,000 miles 
(20,000 kilometres), this being an increase of 50 per cent. 
since 1918, and amounting to 16 kilometres of roads per 
100 sq. kilometres of area. At present Poland is con- 
structing 800 miles (1,300 kilometres) of new roads and 
modernizing 250 miles (400 kilometres) of existing roads 
every year. 

The construction of iron and ferro-concrete bridges, as 
well as wooden bridges, is technically very advanced. 
The bridges destroyed during the war have been repaired, 
hundreds of new bridges were built, including several 
steel bridges over the Vistula ‘m, nearly 
half a mile long, bridging the Vistula near Plock was 
opened only a few days ago. The construction of this 
bridge lasted only 15 months. 

During the next few years it is planned to construct 
more metalled roads, to modernize existing ones, and to 
build several bridges. The Warsaw—Poznan-—Berlin road, 
Warsaw-—Krakow-Vienna road, Warsaw—Lwow-Bucharest 
road and reads connecting Warsaw with Gdynia, Silesia 
and the new Central Industrial region, will be reconstructed 
and adapted for motor car traffic. The four-year plan for 
road investments estimates the construction of 5,000 miles 
of new roads and modernization of 1,900 miles of existing 
roads. A survey is also being made with the view of 
constructing a great motor highw ay connecting the Baltic 
with the Black Sea, and Western Europe with Eastern 


Europe. 





WATERWAYS 


The natural conditions for developing an efficient 
system of waterways from the Polish rivers are very 
favourable. Most of the rivers flow througha low country, 
with few obstacles and slow declivity. 
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After the reconstruction of war demolitions, Poland 
began the task of improv ing her two main waterways. 
One of them is the river V ictuia, the axis of the waterway 
system in Poland. The lower part of the Vistula has 
already been regulated. In the middle part several ports 
were constructed, and several others are being built, among 
others in Sandomierz, Warsaw and Wloclaw ek. The 
most important of the current problems is the regulation 
of the Vistula from Sandomierz to Krakow, which will 
facilitate the cheap transport of coal and ores from Silesia 
and the Dabrowa region to the new Central Industrial 
region. 

The second great waterway, running from West to 
the East, connects the Baltic with the Black Sea, through 
the Vistula, canal Krolewski and Dniepr. This waterway 
was neglected by the Partition Powers, but is now being 
reconstructed. 

The programme of improving Poland’s waterways 
during the next few years plans for the regulation of the 
upper part of the Vistula and several other rivers. All 
technical preparations are ready, but the execution of 
this work will necessitate a great capital expenditure. 


AIRWAYS 


The Polish airways were established at the same time 
as in the Western European countries, and are developing 
satisfactorily. 

The airlines are operated mainly by the Polish 
company “‘ Lot,’’ which runs services connecting Warsaw 
with Berlin, Helsinki, Bucharest, Budapest and Palestine. 
The Polish airlines possess most modern aeroplanes and 
well-kept aerodromes. It is planned to build a second 
civil aerodrome in Warsaw, which will be one of the 
biggest in Europe. 


CONCLUSION 


It may be seen from figures mentioned above that 
the achievement of Poland in developing her system of 
communications is considerable, especially if we consider 
the difficult conditions in which Poland regained her inde- 
pendence. Many works, like the Warsaw- Radom railway, 
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the bridge over the Vistula near Plock, the great dam in 
Roznow, indicate the capability of the Polish State to 
execute great enterprises in a record short time. The 
execution of the programme of communication invest- 
ments is facilitated by the possession of all necessary raw 
materials and well-developed industries. Poland has 
coal, iron ore, stone quarries, cement, refineries of asphalt 
and tar, factories and workshops capable of producing 
all requirements for investments in the communication 
system. Thus Poland produces locomotives, carriages, 
cars and aeroplanes. The machines and the tools are 
home produced. The building industry has experience 
in works connected with communication. 

Poland, possessing excellent materials, industries, 
experienced workers and enthusiastic technical personnel, 
will undoubtedly realize her aims in developing the 
communication system. 





Poland’s Maritime Policy 
By Dr. Boleslaw Kasprowicz 


Director of the Council of Shippers and Merchants of the 
Port of Gdynia 


south to north along the country’s principal river, 

the Vistula. Many international trading routes 
also crossed Poland, and along the river as well, as at its 
mouth prosperous trading cities came into existence. 
Foremost amongst them was Danzig, the dominant port 
on the Baltic. Its ancient walls testify to its mag- 
nificence, which equalled that of the great Hanseatic 
powers—Hamburg, Bremen, Antwerp or Lubeck. The 
period of Danzig’s decline coincides with the period of its 
detachment from its natural hinterland, which was then, 
as it is now, represented by the territories of the Polish 
Republic of to-day. As a result of Danzig’s incorpora- 


Pon: trading routes ran for centuries from 
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tion with a new State organism, the city lost its natural 
conditions of development as a sea-port, and became 
mainly the seat of a provincial administration, a military 
garrison town, and an auxiliary naval port. At the 
time of Danzig’s economic reunion with Poland in 1919, 
the city play ed but a secondary part in international 
trade, and the goods traffic passing through its port did 
not amount to much more than two million tons 
annually. Thus Danzig was reduced to the status of a 
provincial city, which did not live by the port and inter- 
national trade but existed mainly as an administrative 
centre. 

The re-establishment of Poland as an independent 
Republic restored to Danzig its ancient natural hinter- 
land, while, owing to a deliberate economic policy of 
Poland, the commercial turnover was concentrated 
mainly on the coast of the Baltic. 

The trend towards the exploitation of the south to 
north direction of Poland’s foreign trade was brought 
about not only through economic considerations, but 
also through exigencies of policy; because Poland, 
wedged in between two powerful countries, was obliged 
to search for direct and unfettered access to the world 
markets, which would assure to her the required degree 
of independence in her economic activities. Such an 
attitude on the part of Poland is sufficiently justified by 
the fact that both her powerful neighbours evolved their 
economic structure upon totally different principles 
from those by which Poland is being guided. 

The frontier with Russia was, up till now, 
hermetically sealed against normal commercial inter- 
course and traffic. The frontier with Germany, though 
functioning normally, was for nearly ten years of the 
trade war which Germany waged against Poland 
closed to the free flow of traffic, and could be manipu- 
lated to the disadvantage of Poland again. 

Poland’s geographical position is, by itself, a suffi- 
cient justification for directing her economic dynamics 
along the Vistula. Moreover, recent events in Central 
Europe proved that a free access to the sea is not only 
for Poland a conditio sine qua non of her further 
development, but may be used also by other countries 
of Central Europe as an important “neutral” route 
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towards the north and north-west. Poland’s overseas 
customers have a similar interest in a free and direct 
exchange with the country as a supplier of industrial 
raw materials and food, and as a receiver of manufac- 
tures and colonial produce. (Poland exports timber, 
cereals, meat, fats, dairy produce and coal, while import- 
ing motor cars, machinery, various ores, etc.) 

Under such conditions, Poland’s economic activities 
are based on a free access to the sea developed during 
the last twenty years. This relatively short period of 
time enabled the country, thanks to propitious natural 
circumstances, to achieve a fundamental transforma- 
tion in the political and economic aspects of the life of 
the nation. The past twenty years of experience in 
overseas economic activity have profoundly influenced 
Polish psychology. For, in the history of ancient 
Poland, the sea did not play a decisive part, and agricul- 
ture offered a sufficient basis for the prosperity of the 
country. To-day, however, it may be said, without 
exaggeration, that the whole nation is unanimous in 
regarding the sea as the most popular and interesting 
problem. The enjoyment of independent overseas 
routes produced Poles of a new type, with strong mari- 
time instincts, which infiltrated into their psychology. 

The establishment of Poland’s present position on the 
sea required considerable moral and material efforts in 
order to overcome the manifold obstacles arising from 
the fact that, in 1920, Poland took over an almost barren 
coast, while Danzig, deliberately neglected by the 
former Prussian Government for the benefit of Stettin 
and Koenigsberg, with antiquated port installations, 
could not meet the new requirements of the vast Polish 
territories which the city was expected to serve. It 
became necessary to carry out many new investments to 
facilitate the transhipment of goods in bulk and 
sundries, and thus adapt the Port of Danzig for meeting 
the most urgent requirements of the increasing turnover 
of goods. At the same time, it became urgently neces- 
sary to put into commercial use Poland’s own sea coast 
in addition to Danzig, and it was thus decided to 
construct the new port of Gdynia. 

The development of Poland’s overseas trade through 
Poland’s two ports is illustrated by the following figures: 
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Gross turnover in tons through the ports of the Polish customs area: 


Year Danzig Gdynia Total 
1913 + a 2.112.101 — 2.112.101 
1924 gia ~_ 2.374.537 10.167 2.384.704 
Q2i ae ue 8.559.651 2.882.502 11.382.153 
1929 559-95 5 

1934 6.369.162 7.191.913 13.561.075 
1937 * 7.200.775 9.006.176 16.206.951 

* January-Septe mber. 


The progressive annual increase in the turnover of 
the Polish ports has been brought about through the re- 
direction of Poland’s foreign trade routes from east-west 
co south-north. This correction in the system of com- 
munications was an indispensable condition of the 
economic development of the country, and the cheaper 
overseas transport was urgently needed owing to the 
relatively low-priced character of Polish products. 
During 1937, of the total foreign trade, about two-thirds 
passed through the two ports of the Polish customs area, 
namely 77,9 per cent. by weight and 65,9 per cent. by 
value. 

The progress indicated above was achieved thanks to 
the co-ordination of efforts on the part of all the 
interested factors, namely, the Government, economic 
and public bodies. 

As far as the Government is concerned, in addition 
to the construction of the Port of Gdynia and to the 
assistance given to the extension and modernization of 
the Port of Danzig, by adapting the latter to the require- 
ments of the new system of commercial exchange, the 
economic policy of the Government introduced a num- 
ber of fundamental measures in order to direct the 
foreign trade of the country towards the independent 
sea routes. Two of the most important measures were 
the policy of railway freight tariffs, giving preferential 
treatment for freights carried to the ports of Gdynia and 
Danzig, and the policy of preferential port and customs 
dues differentiating between goods carried by ship, such 
as cotton, fruit, certain colonial produce, etc. 

The task was facilitated by the many transport, 
shipping, forwarding and storage companies established 
in the new port, which demonstrated considerable energy 
and spirit of enterprise. 

Last, but not least, it is necessary to mention one of 
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the most important factors in the consolidation of 
Poland’s maritime position, namely, the Polish Mercan- 
tile Marine, the growth of which is illustrated by the 


following figures : 


Growth of Polish Freights carried in 


Mercantile Fleet Polish bottoms 
Freights carried by Percentage 
Year* Nr. BRT Polish ships through of total 
Gdynia and Danzig turnover 
1927 6 II.242 263.563 3,0 
1928 10 14.722 500.685 4,7 
1929 18 23.364 617.742 5.4 
1930 25 41.334 789.775 6,7 
1931 31 65.050 1.019.462 735 
1932 33 67.83 1.005.516 9,4 
1933 40 55,903 816.709 7,2 
1934 55 64.358 880.353 6,5 
1935 63 65.309 ie a Q,2 
1936 72 81.351 1.372 ee 10,3 
1937 68 96.288 ay 56. 55¢ 11,0 
1938 67 97.521 — — 





* Figures relating to tonnage refer to position on January 1 of each year. 


As will be seen from the above figures, Polish 
tonnage represents only a fraction of the total turnover 
of the Polish ports, and ships flying foreign flags enjoy 
a considerable carrying trade. This opens a wide field 
for co-operation with other maritime countries, which 
fully availed themselves of this opportunity, as may be 
seen from the results of 1937, during which the Swedish 
flag had the pride of place in the Port of Gdynia with 
16,7 per cent. of the total movement of ships. Poland 
occupied second place with 14,5 per cent., Germany 
third place with 9,6 per cent., while Great Britain and 
Denmark shared the fourth place with 8 per cent. each. 
In the Port of Danzig, the share of foreign flags entering 
and leaving the port was equally large. The first place 
was occupied by the German flag, with 20 per cent.; the 
second, the Swedish flag, with 17,6 per cent.; the third, 
the Danish flag, with 13,4 per cent.; with further places 
occupied by the Finnish, British, Polish and other flags. 
Many opportunities for securing freights encouraged the 
establishment of regular shipping lines, of which about 
fifty carry on their business from Gdynia. The 
collaboration with international shipping is being in- 
creased, and Gdynia has already been recognized by 
various shipping conferences as a base-port. 


; 
; 
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To sum up, it may be said that Poland’s economic 
and political position as a maritime power has been per- 
manently established owing to favourable geographical 
and political conditions inherent in her own situation, 
as also to the conditions obtaining in Central Europe. 
More particularly in the present political configuration 
of Europe, with the ensuing political and ideological 
friction, Poland, firmly based upon the Baltic, represents 
an important factor in the political and economic 
balance of Europe. 


The Traveller in Poland 
By Paul Super 
We should one go to Poland? Why should one 


go anywhere? Surely to see places and things 

one wants to see according to one’s taste. All I 
can hope to do in a short article is to give the reader 
some idea of the places and things which he can see in 
Poland and leave it to him to make his choice. 

There are, first and foremost, Poland’s five great 
cities. If one enters Poland from Germany, as the 
British traveller probably will, Poznan, with its 280,000 
inhabitants, is the natural first stop. Here are the cathe- 
dral, several old churches, the castle which is now the 
University, and a city hall of most beautiful Renaissance 
architecture. The hotels are good, and twenty-four 
hours will suffice for the most important sights. 

Five hours east of Poznan lies Warsaw, the capital, 
a city of 1,300,000 inhabitants. The visitor ought to see 
the 16th century Old Town with the recently restored 
section of the city wall, the Royal Palace, various 
squares, churches, and art museums, drive down beauti- 
ful Ujazdowska Avenue to Lazienki Park and Palace, 
and visit Paderewski Park. One cannot do Warsaw in 
less than two days, but two days are enough if one con- 
fines oneself to the really important things. 

_ Four to five hours south of Warsaw lies old Krakow, 
famous since early medizval times. The old city wall 
and a 15th century barbican, ancient churches, the old 
Royal Castle on the Wawel, the beautiful 16th century 
Cloth Hall in the City Square, the University where 
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Copernicus studied, lovely parks, an interesting Jewish 
quarter, and other sights will fill two or three days of 
sight-seeing, but one could easily spend a month taking 
in all the beauty and charm of the ancient city. Nearly 
all visitors take an afternoon to see the thousand-year- 
old salt mines at Wieliczka. 

Five hours due east of Krakow lies Lwow, famous 
during the Great War under its German name Lemberg, 
a city of some 350,000 inhabitants. Lying between east 
and west as it does, it is of peculiar interest. Its parks, 
its old churches, and its ruined castle on the hill are the 
main features of a city which has played for centuries a 
heroic part in the national history. 

And lastly, there is Wilno, five hours north-east of 
Warsaw, a city fascinating to tourists because of its 
beautiful churches, both Roman Catholic and Russian, 
its winding streets, its great castle, and its many historic 
buildings. Here lies the heart of the maker of modern 
Poland, Marshal Pilsudski, under a simple black marble 
slab, at the foot of his mother’s tomb, a spot that is now 
a national shrine. In Wilno, too, is the beautiful Ostra 
Brama Madonna, one of Poland’s two most venerated 
pictures of the Virgin. 

An hour-and-a-half south-west of Warsaw lies the 
ereat cotton and woollen mill centre of Poland, Lodz, 
with 650,000 inhabitants, a good hotel, and an industry 
which has won it the name of being “ the Manchester of 
Poland.” The city contains no antiquities, art, or archi- 
tecture. Industry is its whole life. Bialystok and 
Bielsk are other cotton and woollen mill towns. The 
student of conditions will probably like to see the iron, 
coal, and tin industries developed in Upper Silesia 
around Katowice, the new Central Industrial District in 
south-central Poland, and the oil industry in the south- 
east. Special enquiry should be made how best to see 
these areas, which are of considerable interest to busi- 
ness men and investors, but not to the ordinary tourist. 

Northern and Central Poland is flat and relatively 
unattractive, though the lake and forest districts are not 
without their own charm, but in the south there are the 
beautiful Carpathian Mountains. Just south of Krakow 
lie the High Tatras, the highest mountains in Europe 
apart from the Alps, with splendid scenery of rugged 
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erandeur, with centres around Zakopane and _ the 
Pi eniny Valley of Dunajec River. East of them is 
Krynica. Zakopane and Krynica are Poland’s two 
chief summer and winter resorts. Both are now famous 
throughout Europe, with excellent hotels and pensions. 
Farther east there are the summer and skiing resorts 
around Worochta, in the Carpathians. 

Those who like to see ancient customs and ancient 
ways might well study those numerous peasant groups 
in Poland which still wear their historic peasant 
costumes. The most picturesque are those of the far- 
mers around Lowicz, 50 miles south-west of Warsaw, of 
the mountaineers of Zakopane, called Gorals, and of 
the people of the eastern Carpathians, called Hutools. 

I have mentioned the old buildings in the cities; 
there are others off the beaten path which are well worth 
a visit—Kornik near Poznan, Goluchow near Kalisz, 
Krasiczyn near Przemysl, and Podhorce east of Lwow. 
Ruined castles and cloisters are to be found here and 
there, but they are best approached by car, being rarely 
accessible by rail. There is, for instance, Mir, in the east. 
Some of these have been preserved on the large landed 
estates and an invitation to visit one of them should not 
be rejected. 

The Polish countryside has its own quiet charm, with 
its characteristic scenes—Polish windmills, flocks of 
geese in charge of children from the villages, horses with 
high, arched erections instead of collars, blue-painted 
peasant cabins, a special type of Slavic gate to yards 
and cemeteries, brick Gothic churches, peasant women 
with gay headkerchiefs and shawls, the horse hitched 
to a tongue and not between shafts, streams of peasant 
wagons going to market on Tuesdays and Fridays, the 
costume and side-curls of the Polish Jew, and the storks 
on the chimney-tops. 

The traveller who wants to know the real Poland 
ought to ride in a “doroszka,” eat “ barszcz” and 
“bigos” and, in summer, “ chlodnik,” enjoy Poland’s 
abundant game and turkeys, and try, but not too 
liberally, “miod.” He had better, perhaps, leave 
“vodka” alone. He should go to Mass on Sunday — 
see the churches crowded to the doors and beyond; 
May hear the village children singing before the eneap 
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of the Virgin; and attend a festival, such as the Corpus 
Christi processions, the St. John’s Eve celebration, the 
‘ Wianki,” the harvest home ‘‘dozynki.”’ 

If there is time to stay for sport, one can ski and bob- 
sleigh in the mountains, sail on the lakes, kajak on 
the rivers, and hunt almost anywhere. Manufacture for 
tourist trade is not highly developed in Poland. One 
can only buy things which the Pole himself buys— 
peasant headkerchiefs and shawls, carved wood etch- 
ings, peasant pottery, the Polish rugs called “ kilims,” 
wall hangings called “makatas,” dolls in peasant 
costume, gay cloth for peasant garments, amber, 
alabaster, mountaineering canes, peasant and factory 
linen, lace, and—for the weaker moments—Poland’s ex- 
cellent chocolate candy. There are attractive antique 
stores in all the large cities. 

Gdynia requires a little section to itself. This is 
Poland’s seaport on the Baltic Sea. Twenty years ago 
it was a bare sandy beach and fishing village; to-day 
it is a city of 120,000 inhabitants and ranks with Ham- 
burg and Antwerp as one of the three great ports of 
Northern Europe. A visit to port and city with a well- 
informed guide is profoundly impressive. One can 
enter Poland through Gdynia from Hull and London 
and thus catch at once the spirit of progress animating 
the re-born Republic. 

The Polish railways are excellent, among the best in 
Europe, and the trains almost invariably run to time. 
There is no need to travel better than second class. 
Dining cars and sleepers are on all fast trains and are 
as good as anywhere in Europe. 

There are many books on Poland in English. In 
each large city there is an office of the tourist agency 
“Orbis” and a local tourist bureau. Further, the 
Ministry of Communication includes a Tourist Bureau 
which will tell prospective visitors all they want to know. 
The climate is rather like that of England, except that it 
is colder in the eastern parts of the country and in the 
mountains. The Polish language is difficult, but many 
people now speak English, French, or German. 








